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LEGAL SECTION 


Edited by M. C. Tentson Woops, Lu.. 


Sale of Residential Business Without Treasurer’s Consent and with Purchase Price 
Understated in Contract. 


This was an appeal by the 
Pagainst a verdict for the defendant in an 
Maction tried in the District Court. The 
plaintiff alleged that she had been in- 
duced by a fraudulent misrepresentation 
fot the defendant to purchase the goods, 
Pstock-in-trade and goodwill of the defen- 
dant’s residential business for the sum of 
641500. According to the formal written 
Seontract of sale dated 7th July, 1945, which 
was signed by both parties, the price was 
$1,050, and, if this had been the real price, 
pthe plaintiff would have suffered no dam- 
lage by her purchase since what she got 
Was worth as much, and hence she must 
fail in her action. Evidence was, however, 
fendered on her behalf, and admitted sub- 
ject to the defendant’s objection, which 
Bhowed to the satisfaction of the District 
Court Judge that the actual price was 
41,500, and His Honour found that, if 
this evidence was admissible, the plaintiff 
Was prima facie entitled to recover £300 

ages. He held, first, that it was not 
imissible, that the case must be tried on 
me footing that the price was £1,050 as 
ted in the formal contract, and that the 
Plaintiff could recover nothing, because on 
is footing she had sustained no damage ; 
@id, second, that if the evidence was ad- 
issible, it proved that the real price was 
#1,900, but that the contract was illegal 
ause it infringed regulations 10C and 
of the National Security (Economic 
Mganisation) Regulations, since the neces- 
consent to sell at that price had not 


plaintiff 


been obtained: hence the plaintiff could 
not recover: she was suing to recover in 
respect of an illegal transaction, and was 
in pari delicto with the defendant. 

On appeal the Full Court reversed this 
decision, and gave judgment for the plain- 
tiff for £300 with costs, holding: 

(1) that, notwithstanding the terms of 
the written contract, oral evidence 
was admissible to show what the 
contract really was; 
that, in the light of the provisions 
of regulations 10 and 21 of the above- 
mentioned Regulations, an action 
could be maintained, notwithstand- 
ing the offence committed by the 
parties in entering into such an 
agreement; and 

(3) accordingly judgment would be 
entered for the plaintiff. Hawke v. 
Edwards (1948), 48 N.S.W.S.R. 21. 

After dealing with the question of the 
admissibility or otherwise of the evidence 
which disclosed the discrepancy between 
the price declared in the contract, and the 
price actually paid, and deciding in favour 
of its admissibility, the Chief Justice pro- 
ceeded to a consideration of the further 
question involved. This was the question 
whether the fact that the contract was 
prohibited by statutory regulation pre- 
vented the plaintiff from obtaining any 
relief in respect of the fraudulent misrep- 
resentation which induced her to enter into 
it. His Honour then proceeded to a review 
of the relevant regulations, in the course of 
which he said: 
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‘‘The transaction between the parties 
was clearly obnoxious to the relevant Regu- 
lations; because it was part of it that the 
Treasurer should be deceived as to the 
consideration for the purchase of which he 
was to be asked to approve. Where a con- 
tract is illegal because a statute prohibits 
the making of such a contract, the illegal 
purpose is regarded as having been effected 
to some extent by the mere making of the 
contract: and, hence, no action ean be 
successfully maintained on it, nor can any 
money paid pursuant to it be recovered 
unless it can be established that there is a 
special right to recover it arising out of 
some fraud, duress, or undue influence 
which has been practis¢d to induce the pay- 
ment Regulation 21 (contained in 
Part VI) prohibits any person from enter- 
ing into any contract forbidden by Part 
IILA or from entering into any transaction 
obnoxious to Part IIIA; and regulation 10 
provides that, where a _ transaction is 
entered into in contravention of Part VI, 
it shall not thereby be invalidated, and the 
rights, ete., of any person thereunder shall 
be the same as if the Regulations had not 
been made, although this does not relieve 
from any penalties that may have been 
incurred. In the present case, in pro- 
ceedings to recover a penalty for a breach 
of the Regulations, there is no doubt that 
it could be proved that the real pric@ was 
£1,500, not the sum of £1,050 for which 
approval had been obtained: See v. Cohen 
((1923) 33 C.L.R. 174, at pp. 181, 182). 
Further, if, as would ordinarily be the ease, 
the breach of the legal prohibition made 


Power of Municipal Councils to 


A recent decision of Mr. Justice Suger- 
man in the Land and Valuation Court in 
Sydney is of wide interest as it decides 
that a municipal council may not ban new 
styles of home design only on the ground 
that they are unfamiliar or novel. One, 
W. M. Farley had appealed against a 
decision of Warringah Shire Council pro- 
hibiting him from building a flat-roofed 
house at Curl Curl, a seaside resort near 
Sydney, unless he screened the roof with 
a parapet. The architect who designed the 
home was Mr.-Ancher (winner of the Sir 
John Sulman award for 1946). Mr. Farley 
stated that he was pleased with the design, 
and would not contemplate altering it to 
comply with the Council’s requirements, as 
he considered this would destroy the char- 
acter of the design. 
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could be proved notwithstanding the osten- 
sible price set out in the document, to show 
that the contract was inlaw void and that, 
therefore, no rights could be enforced 
under or in respect of it. But, in the 
present case, regulation 10 provides that, 
where any transaction is entered into in 
contravention of the relevant regulation, 
it shall not be invalidated and the rights, 
ete., of any person thereunder shall be the 
same as if the regulations did not exist; 
although penalties may be recovered in 
respect of the contravention. The position 
is, therefore, the same, for the purposes of 
the present action, as if there were no 
relevant Regulations, but the parties for 
reasons which seemed good to them, agreed 
orally for the sale and purchase of a busi- 
ness for the sum of £1,500 on the terms 
that the transaction should be recorded in 
a written document in which the price 
should be erroneously stated to be £1,050, 
the purchaser having been induced to 
enter into the transaction by a fraudulent 
misrepresentation of the seller. In such 


circumstances, in a commgn law action 
for deceit, could evidence be _ received, 
on the issue of damages, that the real 
price was £1,500, not £1,050? For the 
reasons which I have already stated, I 
am of the opinion that it could ... I am 


of opinion that the action is maintainable 
notwithstanding the fact that the parties 
committed a penal offence by entering into 
the contract’’ per Jordan C.J. at pp. 25, 26. 
Davidson and Street JJ. concurred in the 
judgment of the Chief Justice. 


Ban New Styles of Home Design. 


favour of the 


Nvidence produced in 
In reply the 


design was very pronounced. 
Council stated that it was not its poliey 
to permit flat unless they were 
sereened from view; that they considered 
flat roofs were ugly, and not in the best 
interests of the public. 


roo fs 


In giving judgment for the appellant 
with costs against the Council, Mr. Justice 
Sugerman said that the advancement of 
architecture and design was a matter of 
great public interest, and an important 
element of cultural progress; that the sole 
question was the aesthetic one, for n0 
question of safety or health had beet 
raised. Farley v. Warringah Shire Counel 
—2 March, 1948—not yet reported. 
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Effect of Directions in Will for Payment of Creditors and Forgiveness of Debts. 


Two recent cases give interesting decis- 
ions on the construction of wills in con- 
nection with direction to pay debts and to 
exonerate debtors. 

By her will a testatrix who died on 
ath April, 1944, provided : 

(8) my trustees shall out of the resi- 
due of my said real and personal 
estate pay to the creditors of my 
said son (W.) such sums of money 
as shall be owing by him to them 
at the time of my decease ee 

W. had both secured and unsecured 
debts, including a mortgage debt in the 
joint names of himself and H. (a son of 
he testatrix who had predeceased her), 
and a further mortgage debt for which 
W.’s wife had brought in insurance policy 
as collateral security. 

Held: (i) the word ‘‘ereditors’’ as used 
in the will included both secured and un- 
veured creditors, and the executors were 
not entitled to be subrogated to the rights 
of the secured creditors. 

ii) the direction in el. 8 was to dis- 
tharge the whole liability of W., and in 
efect, therefore, also that of H. as joint 
debtor, and of W.’s wife as surety. 

By a codicil dated 8th July, 1937, the 
testatrix provided : 

(2) Whereas on the death of my son 

Ii.) my said son was indebted to 
P.) in the sum of £1,000, now I 
hereby direct my executors and 
trustees to pay the said sum of 
£1,000 to the said (P.) free of any 
duties.’’ 
P. predeceased the testatrix. 

Held: on construction of the codicil there 
was an intention to discharge a moral duty, 
and, therefore, the legacy to P. did not 
Re Leach’s Will Trusts, Chatterton 
1948] 1 All E.R. 383. 

The second ease coneerned a_ codicil 
which contained bequests to a very large 
lumber of beneficiaries, and in which the 
testatrix declared : 


lapse. 


Le ach . 


‘I exonerate all people from the pay- 
ment of moneys owing to me at the time 
of my death’’. 

The estate, which amounted to about 
0,000, consisted partly of real estate and 
partly of stock exchange securities, and 


the debts owing to the testatrix at the time 
of her death (and amounting to about 
£9,500) consisted of (a) two unsecured 
debts, i.e., loans to personal friends on 
promissory notes, and (b) seeured debts, 
i.e., loans secured by mortgage or charge. 


The Court held that on the true con- 
struction of the codicil, the testatrix meant 
to forgive personal debts owing to her by 
friends, and not to give up securities for 
money, and, accordingly, only the unse- 
cured debts were forgiven. Re Coghill, 
Drury v. Burgess, {1948] 1 All E.R. 254. 


In the latter case the will would appear 
to have been drawn up by the testatrix 
herself and not prepared for her with any 
professional The presiding 
Judge considered that he was entitled to 
take notice of that fact, and directed his 
attention to the meaning to be given to the 
language she had used. After traversing 
various authorities on the subject he con- 
tinued (at p. 256 


assistance. 


‘*With that much guidance, I must turn 
back to this codicil. In my judgment the 
testatrix, when she exonerated all people 
from the payment of moneys owing to 
her, meant to forgive personal debts and 
did not mean to give up securities for 
money. Therefore, | am of opinion that 
she must have regarded the mortgage 
debts (which amounted in the aggregate 
to nearly £6,000) as investments of her 
estate, and that she did not mean, by a 
more or less casual phrase in the: un- 
dated codicil, to release people to whom 
she owed no obligation and whom she did 
not, in fact, know. It is true that there 
is one debt which could be said to be due 
to a personal friend, but that is a debt 
which, although she may have arranged 
it in that way, was earried into 
ation by her solicitor by an ordinary 
formal deed, and it is clear that, what- 
ever: passed between the testatrix and 
that particular person, the transaction 
was put on a business footing and so 
remained. In my opinion, the dividing 
line seems to be between debts secured 
and debts unsecured, and the latter, but 
not the former, are forgiven by this 
codicil.’’. 


ope r- 
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COST REPORTS FOR EXECUTIVES 


H. THoRNTON, 


(Prize winning essay submitted for 


by 
A.LC.A, 


Commonwealth Accountants Students 


the 


Society’s Essay Competition.) 


It may unhesitatingly be stated that the 
demands of modern business conditions 
have been the means of developing the 
science of management. Assistance in the 
practical application of this science is ob- 
tained from the accountant and _ cost 
accountant who are called upon to prepare 
reports and statements which, if presented 
in an intelligent and readable form, pre- 
vent the overlooking of any vital detail or 
trend and also forge the link between the 
management and the enterprise. 

Short term reports and the supply of 
classified data are essential so that the pro- 
gress of the business may be analysed 
speedily and the results achieved, and 
where achieved, for the period clearly 
revealed. An efficient and timely check is 
thereby provided. 

Irrespective of the type of report to be 
prepared, careful thought must be given 
to the amount of information which is to 
be given and the best method of presen- 
tation. 

THe Use or STATISTICS. 

The purpose of statistics is to compare 
past with present results so that the cause, 
and future effect, of any changes which 
have occurred may be ascertained. 

In some large businesses it has 
found necessary to inaugurate a special 
statisticak department to collect and co- 
ordinate facts and figures. The scope of 
this department extends beyond the partic- 
ular business in which it is established to 
trade and finance generally. 

In previous years the employment of 
statistics as an aid in business has been 
apathetic, except in cost accounting, but 
with the march of progress and the intro- 
duction of new methods we find that the 
science of statistics has now been linked 
with the science of accounting and its 
avenue of expression—reports. It may be 
predicted that statistical science will be the 
bottom rung of the ladder of success which 
the aspiring accountant will have to climb 


been 


if he is to fulfil his proper functions i 
the community. 

The constant demand for facts upon 
which to base policies and decisions and the 
increasing demand for more detailed and 
accurate costs offer a golden opportunity 
to prove the profitableness of recording 
and interpreting business statistics, a task 
greatly simplified by the many availabl 
mechanical devices. 

Collection of the Data. 

It should not be necessary to emphasise 
the fact that the data collected must b 
reliable, homogeneous and complete 

The customary comparison of one year's 
results with the previous year’s is not t 
be commended. Abnormal conditions of a 
depression may have prevailed in any on 
vear ; therefore enquiries are necessary t 
discover whether adverse results are due t 
external internal Very ofter 
the answer is found by examining competi 
tors’ results. The uselessness of the twi 
year comparison has increased the value of 
the moving average which fluet 
ations into account when arriving at thi 
average. 

Methods of Collection. 

When it has been decided what informa 
tion is required, the process of collecting 
the data must be chosen. Apart from 
details shown by costing records, there at 
three methods open to choice: 

1. Direct Method, 
Questionaire, 
Published Data. 

Direct Method. 

Under this method the desired informe 
tion is secured by the compiler or trained 
persons directly under his control and 
supervision. In all probability this methol 
will not be practicable and it will be neces 
sary to take advantage of either of the 
other methods. 

2. Questionaire. 

As the name implies, this method involve 

the use of a question sheet with variow 
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questions to be answered by the person or 
persons to whom it is sent and who can 
supply the necessary information which the 
compiler cannot obtain personally. 


2 Published Data. 

This is the most unreliable method but 
gymetimes one must have recourse to it. 
The compulsory returns which the various 
businesses have to compile prove a valuable 
aid, but the reluctance and carelessness 
demonstrated in their preparation diminish, 
to a certain extent, their usefulness. 
Tabulating the Data. 

After the data has been collected it must 
be arranged in a simple manner so as to 
make it clear and capable of being analysed 
with ease and speed. 

The preparation of a tabular statement 
requires careful thought and planning. For 
instance, it is not advisable to show in the 
one statement, for comparison purposes, 
the output and gross profit because the 
latter is not directly related to the former, 
whereas the reverse would be the case with 
sales and gross profit. 

Perhaps the following rules may serve as 
a better guide for the compilation of tabu- 
lar statistical statements than a detailed 
narration : 

Do not use more columns than neces- 
sary, and have in mind the executives 
who will be using the statements, 
Make them easy to read, understand 
and compare, 

Statements which are too large should 
be divided into sections and a sum- 
mary shown in another statement, 
For comparative purposes, vertical 
formation may be preferred to hori- 
zontal, according to the magnitude of 
the statement, 

If actual figures and percentages or 
averages appear in the same state- 
ment, they should be placed alongside 
each other, 

The main sections should be separ- 
ated by heavy lines, 

If miscellaneous items are large it 
would be advisable to arrange another 
statement with the items tabulated, 
Columns containing recurring items 
should be placed together, 

Figures in the columns must be 
ranged, i.e., thousands placed under 
thousands and hundreds under hun- 
dreds, ete. 


Tabulation represents the final stage of 
compilation and the utilisation of statistics 
is dependent upon the two forms of presen- 
tation, viz., Tabulation of Results and 
Graphic Presentment. Even when the 
graphic method is used tabulation will still 


be necessary, although to a limited extent. 

Tabular statements must not only be 
compact in form but presented in such a 
manner that their significance may be 
grasped without undue effort. 

PREPARATION OF THE Cost REPORT. 

In his book, ‘*Cost Reports for Execu- 
tives’’, Franklin sums up the importance 
of cost reports : 

Cost accounting must present to the executive 
the fair, complete costs of his units of pro 
duction; it must tell the story of the use and 
waste of his materials; it must illustrate in 
operation and in groups the productivity of his 
labor; it must picture values and returns, in 
units and by divisions, of his expenses and 
their relations to labor operations and sales; 
it must marshal facts illustrative of the move 
ments and relations of productions and sales, 
and of changing situation as may be desire™, 
or of the comparative values of methods; and 
it must do these things with the minimum of 
time and exertion on the part of the executive, 
for too much cost system, too many figures, 
defeat the real purpose of, cost accounting. 
The benefits to be derived from properly 
‘epared cost reports are: ‘ 

1. Efforts can be made to reduce costs, 

2. Process and organisation efficiency 

can be improved, 

Systematic planning is possible and 
realisation of results checked, 
Conservation of resources can be 
carefully watched and turnover of 
working capital made more rapid. 

It is well known that the controllers of 
business need facts but they also need 
analysis of facts. The most desirable 
feature to be borne in mind when prepar- 
ing reports for executive purposes is that 
the efficiency, progress and condition of the 
enterprise should be shown clearly in con- 
densed form without the necessity of re 
course to the detailed records. 

Comparative figures with percentages or 
ratios calculated to aid in their interpre- 
tation provide the necessary data, and the 
marshalling of this information must be 
presented in such a manner as to reflect 
the peculiarities of the concern it repre- 
sents. One set style of presentation for 
different concerns is not conducive to the 
best results. 





174 


Often it is found advisable to prepare 
supplementary statistical statements giving 
detailed particulars about some of the 
items. Graphs and charts are most useful 
and often convey more to the recipient 
than a mass of figures, however scientifi- 
cally arranged. The trend of affairs calls 
for analysis of detail or interpretation of 
its causes and it is to the supplementary 
statements, schedules and reports. that 
attention must be directed for the desired 
information. 

Where deemed advisable special reports 
should be prepared. The action of the 
markets, drought conditions and other set- 
backs to trade will create fluctuations, but 
unless the cause is known to the appropri- 
ate executives future may be 
amended in directions which would not be 
justified if underlying facts were known. 


policy 


REQUISITES IN CONSTRUCTION. 
In preparing reports the 
requisites to be borne in mind are: 
*1. Aceuracy and a correct reflection of 
operating and cost conditions, 
Capability of comparison, 
Data must be properly classified, 
grouped and presented in a readable 
form, titled concisely and _ suitably 
subdivided, 
The contents should assist in policy 
determination, 
5. Promptness in presentation. 


chief 


cost 


CLASSIFICATION OF EXECUTIVES’ REporTs. 

lor the purpose of preparing and sub- 
mitting reports executives may be classified 
as under* 

1. General Executives, 

2. Intermediate Executives, 

3. Foremen and other Minor Executives. 

General Executives. 

General Executives usually have wide 
supervision in exercising their influence 
upon costs and operating results and, by 
virtue of their control, must have know- 
ledge of both internal and external condi- 
tions. Included in this group would be 
directors, the secretary, and those associ- 
ated with the general functions of sales 
and administration. 

Reports for General Executives should 
be broad in scope and in the nature of a 
summary. In addition to the usual finan- 
cial statements and analyses it would be 
necessary to prepare cost and efficiency 
reports and a master budget. 
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Cost and efficiency reports, the majority 
of which could be presented in graph o@ 
chart form, would embrace: 

Unit costs, 

Material, labour and expense costs, 

Dissection of overhead, 

Actual and standard costs, 

Budgeted and actual costs, 

Production details, 

idle time and wastage, 

Time and motion study, 

Production incentive results, 

Inefficiency, 

Personnel details, e.g., labour turnover 

accidents, ete. 
2. Intermediate Executives. 

Included in this group are heads of 
departments specialising in certain acti 
vities such as research or sales analysis 
factory manager, chief purchasing officer 
sales manager, ete. 

Charged with the 
formulating policies, these executives re. 
quire reports which will enable them t 
improve efficiency and which will assist ir 
their planning. For instance, manufactur 
of a new product may be contemplated an 
certain information concerning plant and 
operation facilities may be required by th 
engineering and research departments. 

Reports of this type of executive must 
be adapted to the needs of the r cipient 
but will be necessary to prepare the follow- 
ing: 

a) Departmental and master budgets, 

b) Comparative budgeted and _ actua 
figures relating to material, labour 
and indirect labour, 
Details of production, 
repairs and spoilage, 
Purchases and inventories, 
Budgeted and actual sales, 
Actual v. standard, 
Personnel details. 

and other Minor Ex 

In submitting reports to these executives 
emphasis should be laid on cost control and 
must be limited in their contents. Unfort 
unately, these executives are often incap- 
able of analysing figures and results, there 
fore it is suggested that reports should b 
framed in a simple manner without losing 
their value. Liberal use of graphs and 
charts will be found helpful. 

Foremen, although not 


responsibility of 


idle time 


Foremen CUTVeEs 


usually well 
versed in figures, play an essential role 
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departmental supervision and co-ordina- 
tion. It would be necessary, therefore, to 
submit details of budgeted and actual per- 
formance in comparative form, variances 
from standard and efficiency reports. 

In disclosing variances between standard 
and actual figures it is desirable, where 
possible, to state the reason. The modern 
trend is to present such variances on a 
physical standard basis by the use of 
quantity engineering data, e.g., men and 
man-hours rather than monetary terms. 
PLANNING AND THE USE OF 
RATIOS. 


EFFECTIVE 


Qne must bear in mind that the relia- 
bility of reports depends upon the planning 
and a ‘curacy of the collection process. 
Short period observations will only be 
satisfactory when an enquiry is being made 
into special movements of the data; for 
comparison purposes and to offset the @fect 
of the abnormalities the collection of the 
data, as stated previously, must extend 
over a long period. 

It is beyond the scone of this essay to 
deal with the actual analysis and _ inter- 
pretation of cost reports but it would not 
be complete unless stress was laid on the 
importance of preparing and _ presenting 
cost ratios which could be included in the 
statement of relationships accompanying 
the balance sheet or shown on a separate 
statement. 

Following are examples of- cost ratios 
which may be prepared : 

a) Material, labour and expense to total 

cost, 

b) Costs and expenses to sales, 

c) Average stock held to cost of goods 

sold, 

Productive machine hours to mach- 
ine hour capacity, ’ 

Material spoilage, wastage and _ pil- 
ferage to materials processed, 

Cost of goods manufactured to plant 
investment, 

g¢) Cost of goods manufactured to elos- 

ing inventory of finished goods, 

h) Cost of maintenance to capital 

invested, 

Buying expenses to purchases, 
Sales expenses to total selling ex- 
penses, 

(k) Collection expenses to collections of 

bad and doubtful debts, 
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(1) New employees engaged to average 

number employed. 

The above ratios are suggestions only and 
they may be grouped or departmentalised 
to increase their value in interpreting the 
condition and progress of the business. 

A ratio itself will not indicate a favour- 
able or adverse condition but must be com- 
pared with a standard based upon past 
results. In many cases ratios common to 
the particular trade or industry under re- 
view are known by the management and it 
can be seen whether the results are better 
or worse than the trade or industry gener- 
ally. 

The submission of ratios or relationships 
assists the executive in determining produe- 
tion, selling and administrative efficiency. 

THe Grariic or Cuart Metuop or 
PRESENTATION, 
that, 


One is not unmindful of the fact 


to many people, a mass of figures has a 


tendency to cause confusion and present a 
tedious analytical hence we find 
linked with the compilation of statistics 
what is known as the graphie or chart 
method of presentation. By means of lines, 
curves, surfaces and other geometric figures 
the statistical statement is shown in pic- 
torial form. Many people fail to grasp 
the significance of figures but they can 
quickly see the proportions, increases, de- 
creases and other relationships expressed 
by statistics when they are shown in the 
form of diagrams or charts. 

Mainly owing to their appeal to the eye 
and the apparent ease with which the 
presented facts are understood graphs and 
charts have been used extensively in econ- 
omie research, but it is only in recent years 
that the commercial world has realised their 
real worth. 

Space could be utilised in outlining the 
advantages of this method of presentation 
instructions for the designs but the 


task, 


and 
appended diagrams will serve to illustrate 
their simplicity and the unrestricted limits 
to which the graphs or charts may be 
applied. It must be emphasised, however, 
that the same scale must govern the various 
graphs as far as possible otherwise results 
may be misleading. The use of colors, 
squares, circles, solid bodies or other sur- 
faces can often be used to advantage, but 
perhaps the most popular way of presenting 
graphical statements is by the use of curves, 
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the height of the curve illustrating the 
magnitude of the data in question, whilst 
the period to which the facts relate are 
represented by successive points moving to 
the right. 

Extreme caution must be exercised in 
interpreting facts, whether presented in 
figures or charts, but there is no doubt that 
executives will find the graphical or chart 
form of presentation a powerful aid in 
the proper comprehension of and 
operating conditions. 

One of the disadvantages of the other- 
wise proficient graphic method is_ that 
whilst the charts give the eye a clear im- 
pre ssion it is often difficult to reproduce 
that impression in language; consequently 
it is a useful rule that the facts displayed 
on the charts should also be given in terms 
of figures. 

Following are charts which may be pre- 
pared : 

Prime, factory and total costs, 

Overhead expenses and allocation, 

Costs of manufacture, showing material, 

labour, expense costs and unit costs, 

Actual and standard costs, 

Budgeted and actual costs, 

Accumulative budgeted and actual costs, 

Direct and indirect costs, 

Number employed, wages paid and out- 

put, 

Production and scheduled production, 

Breakdowns, spoilage and rejections, 

Progress, 

Time and motion study, 

Bonuses and inefficiency, 

Personnel. 


cost 


RECAPITULATION. 

In concluding this essay, the reader may 
find the undermentioned rules helpful when 
planning, framing and submitting cost 
reports: 

1. Bear in mind the 
executive who will 
studying the report. 
Confine the report to facts and lay 
emphasis upon the most important 
cost items. For example, in a certain 
industry the major controllable cost 
element may .be labour, in another 
industry it may be material. 

Make all cost reports on a comparable 
basis. 

Give an accurate and true reflection 
of cost and operating conditions. 


functions of the 
be reading and 
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Give careful thought to the classifiea- 
tion, grouping and presentation of 
the data. 

Draw comparisons and indicate im. 
portant differences and the causes. 
Disclose variations in costs and oper. 
ating conditions and the causes. 
Design the report so that it will assist 
in the remedying of inefficiency and 
be useful in policy determination. 

9. Make liberal use of graphs and charts, 

10. Present the report promptly. 
CONCLUSION. 

Addressing the annual meeting of the 
Commonwealth Institute of Accountants in 
March, 1939, a former Lord Mayor of 
Melbourne (Councillor A. W. Coles 
the following remarks : 

Today there is not 
management for the accountant whose imagin 
ation him no further than the prepar 
ation of the trading and profit and loss account, 
balance sheet, and comparative statements show 
ing increases or decreases in turnover, expenses, 
and other items.—I am speaking =s a managing 
director as well as Lord Mayor. 

The administrative accountant must be able 
to visualise, through his figures, the oper 
of the business in all its departments, whether 
they be manufacturing, purchasing, 
administrative, and must place himself in the 
position of adviser to the management. 

He must watch carefully the day-to-day manu 
facturing, trading, and financial position of the 
concern. He must use his skill to ascertain the 
probability of future business trends so that 
he may sound the alarm, if necessary, at the 
earliest possible moment. No other executive 
has the benefit of the detached view of the 
business possessed by him and consequently the 
other members of the management are entitled 
to look to him for help in this direction. 

The accountant is expected not only to keep 
his directors and co-executives well informed as 
to the activities of the business, but to present 
such information in the simplest manner, to 
gether with a proper interpretation of 
results. He should, therefore, be well 
sant with, the best methods of presenting 
accounting and statistical data. The 
ant is destined to play a much more important 
part in the future administration 
and industry. 
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In these days of fluctuating costs and 
changing economic conditions the 
remarks by an eminent business man em- 
phasise the responsibility thrust upon an 
accountant in guiding executives through 
their complex and difficult tasks. In many 
cases this guidance will be embodied in 
reports and it behoves every accountant to 
pay diligent attention to their preparation 
and presentation. 
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Cost Reports for Executives (cont’d 


February, 1948. 


SUMMARISED OPERATING EFFICIENCY STATEMENT 





This Last This Last 
Month | Month Year Year Remarks 
To Date | To Date 





Actual Expenses For Month 
(Classified ) 





Standard Expenses For Month 
(Classified ) 





Net Tnerease 





Net Deerease 





ANALYSIS. 


Causes Beyond Control 





Idle Time 





Variations in Price of Material 





Variations in Wage Rates 
Productive 
Non-Productive 
Repairs and Maintenance 





Variations in Factory Expenses 








Causes Within Control 





Variations in Material 
Consumption 
Productive 
Packing and Supplies 





TOTAL 





riations in Labo 
Idle Time 
Inefficiency 
Productive 
Non-Productive 
Maintenances 


roTAL 





Variations in Expense 
Variable 
Fixed 


TOTAL 





Ete. 











NET INCREASE 





NET DECREASE 
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Cost Reports for Executives (cont’d) 
Week Ending 


WEEKLY LaBourR EFrFrIcIENCY REPORT. 





Department Foreman 


Standard to Date Actual to Date 
(See below) (See below) 





AMOUNT 





Actual - 
Hours Standard Actual Increase Remarks 
| Decrease 





Piece Work 





Productive Day Work 





Non-Productive 
Miscellaneous 


TOTAI 





PERIOD 





Piece Work 


Productive Day Work 








Non-Productive 








Miscellaneous 


TOTAL 








IDLE TIME REPORT. 





February, 1948, , Foreman 


Actual Hours % of Allowance 
Machine No. Standard ||- ———————————_—— | Standard in Reasons Remarks 
Hours Ord. |O’time} Total O’head Rate 



































' 


| | } | | 
TOTAL 
| 


| 


Note: Reasons may be set out in columnar form, e.g., repairs, no operator, etc. 
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Cost Reports for Executives (cont'd) 


IpLE TIME CHART. 





on . 
February, 1948. Foreman 


Machine No. % Capacity Used | Standard % Reason’ for 
- T ~— —_———— Variation 

10 20 | 30 | 40 | 50 ete. | 

—— aa a 2 


1 
a 
| 





| 
| 





| 








Cost | Remarks 
of | 
| Variation | 
. 
| 


| 





ue Bark Meruop or Suowina THREE CiLasses or Assets ror Two YEARS. 








Total Assets 
£40,000 














Total Assets 


£50,000 























Current Intangible 
Assets Assets 
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Cost Reports for Executives (cont’d) 


Diagram showing Details of Expenses, Profit and Bar Grapn SuHowine Units PRoOpucEp. 








Tnits » rp 2» £9 >on , 
Units to be Sold to Produce £20 Profit. (Comparative bars representing previous periods may 


be added) 





Units 
Sold 


SO 





Profit 
£20 JANUARY FEBRUARY 
TT 





Advertising £5 





Expenses £10 





Rent £10 














It will be seen from this diagram that it will be 
necessary to sell 60 units to cover all standing 
charges. 

This type of diagram would be only suitable 
for certain kinds of businesses, e.g., Commission 
Agents. 
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Cost Reports for Executives (cont’d) 


DIAGRAM SHOWING: 


MATERIAL 


£25,000 - 25% 





NET PROFIT 
£5,000 = 5%, 


SELLING AND 
ADMINISTRATIVE EXPENSE 


£20,000 = 20°, 


SALES 


£100,000 
UNIT COST 
Material 
Labour 
Factory Expense 
Selling and 





| 





6 
2/6 


Admin. Exs, 4/- 
ae vm 


Costs OF MANUFACTURE 
Gross PROFIT 

Net PROFIT 

SALES 


LABOUR 


£37,500 = 374%, 


FACTORY 
EXPENSE 


£12,500 = 124% 


Units Produced—100,000 


GROSS PROFIT PER UNIT 


NET PROFIT PER UNIT 


WAGE INCENTIVE SCHEMES 


by 
F.R.A.N.Z., 


R. 


Wuat Is A Farr Day’s WorK? 

This question has exercised the minds of 
employers since the first employer-employee 
relationship arose, and in the main, for the 
majority of occupations it still remains un- 
answered in so far as an accurate scientifi- 
cally determined answer can be expected. 
The numerous wage incentive schemes bear 
evidence of this uncertainty in the minds 
of employers, and indicates their belief 


M. Kay, B.coM., 


A.C.A.I., A.C. 


[.S. 


that a greater output can be obtained pro- 
vided sufficient inducement is made. 
These inducements are many and varied, 
but there can be said to be two broad types, 
financial and non-financial. To the cost 
accountant the former are more important ° 
not only do they affect the accounting sys- 
tem and enter very largely into the routine 
of the cost accountant’s work, but generally 
speaking are of greater importance in the 
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attainment of increased production. How- 
ever, the two are to a great extent inter- 
related. 


FINANCIAL INCENTIVES. 


‘ Obviously, the fundamental financial in- 
centive to do a job is the wage received for 
it, and in New Zealand where awards 
govern most occupations, in normal times 
the. award wage in any industry may be 
regarded as a reasonable recompense to 
an employee for an average day’s work. 
However, when we use the term Wage In- 
centive we refer to methods of financial 
reward other than straight wage payments 
at award rates, designed to induce better 
than average performance from employees. 
Wage incentive schemes are no new 
thing. They have been tried, discarded, 
and tried again in all industrial countries, 
and in general the measure of suecess has 
been commensurate with the care taken in 
fixing the basic rates of payment and the 
interest taken by management in the oper- 
ation of the various schemes. 
There are three fundamental require- 
ments for a good wage incentive plan: 
1. The earnings of employees under the 


scheme must be obviously better than 
the normal rewards for that class of 


labour in industry generally. If a 
worker can earn as much by way of a 
regular wage elsewhere, the incentive 
scheme loses its foree and the em- 
ployer concerned will ultimately lose 
his staff to others who are not so 
fussy about output per hour. At the 
same time, the labour cost per unit 
of output must not be so high as to 
place the employer at a disadvantage 
in competition with other manufac- 
turers. 

The scheme must encourage better 
than average performance on the part 
of the employee, but not at the ex- 
pense of any lowering in quality. 
This desired result is often attained 
by basic output payments at piece 
work rates coupled with deduction 
from bonus earnings through faulty 
work beyond a certain standard. 

The wage structure must be so ad- 
justed that it is fair within the organ- 
isation as a whole. If, for example, 
machine workers can attain high 
earnings as a result of a wage incen- 
tive scheme, then the usual difference 
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between their earnings and those of 
foremen, supervisors, etc., must be 
preserved. In addition, workers on 
other duties calling for a like measure 
of skill and application must be cap- 
able of earning similar rewards. 
Particular skill, special achievement, 
added responsibility and long service 
are all factors which should affect the 
financial reward for work performed. 
An example of industrial strife result- 
ing from wage anomalies within a 
group was the recent resignation of 
all ships’ officers in New Zealand 
trade because the earnings permitted 
under their industrial agreement 
were, in many less than the 
amount received by members of the 
crew. 
WHAT 

Before an incentive scheme is installed 
in any particular industry or plant, some 
thought must be given to the worker’s point 
of view. One of the major considerations 
likely to influence this point of view is his 
age. 

In so far as ages are concerned, there 
are three broad groups of employees, the 
young, the middle aged and the elderly. 

Young workers of both sexes are likely 
to have few responsibilities and little sense 
of responsibility, unless there is some influ- 
from parents or guardians. The 
appeal of high monetary earnings will 
sometimes outweigh the sounder, although 
less obvious, benefit of a future career in 
a growing industry or a reputable concern. 
Attractions to the members of this group, 
apart from financial rewards, are likely to 
be—the pleasure and interest of the work 
—the pleasure of association with other 
workers of a similar age and type engaged 
in like occupation. a preference for occu- 
pations where discipline is not particularly 
strict. Security of position means little, 
and there is a tendency at the present time 
for large number of workers to move 
around from place to place till they find 
niches to suit their particular talents. In 
the ease of youths, work that fires the im- 
agination, either because one feels a sense 
of achievement or because of the glamour 
attached to the occupation, is often an in- 
ducement in that particular occupation. 
The career motive may be there to a limited 
degree, but it is not predominant, and in 


cases, 


Dores THE WoRKER THINK? 


ence 
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so far as female labour in factories is 
concerned is almost non-existent at the 
present time. 

The next group is made up of those 
approaching middle age, and is predomin- 
ently male. In industry, earnings of this 
group seldom allow for the accumulation 
of any volume of savings to take care of 
old age, or to allow of changes of occupa- 
tion, or long periods of idleness. For these 
reasons, security becomes the dominating 
motive, coupled with the desire to earn as 
much as possible. Social Security benefits 
may have tended to reduce this factor, but 
not to any marked degree. The career 
motive may still be there, but by the time 
middle age is reached it tends very often 
to give way to the desire for security and 
a comfortable sort of existence. 

With the older group of employees still 
spending the bulk of their earnings in 
living, security in the present job’is prob- 
ably the paramount consideration. These 
employees, with their accumulated experi- 
ence and more mature outlook, are the most 
valuable part of the staff in any under- 
taking, and a group that must be looked 
after. Any incentive scheme must be such 
as to take care of this group, who, although 
they may have passed their prime in so 
far as output per hour is concerned, do 
represent the core of the productive force. 
A straight piece rate system will often 
work a hardship on this type of employee. 


MEASUREMENT AND VALUATION OF OUTPUT. 


As a basis of any scheme of wage incen- 
tive, a tally must be made of an employee’s 
output and a rate fixed for the payment of 
the work done. Time and motion study is 
one method of determining the proper 
manner in which the work will be under- 
taken and the time allowed for it. How- 
ever, far more general than time and 
motion studies, particularly in smaller 
plants, are what might be ealled ‘‘rule of 
thumb’’ methods, based on past experience 
or on someone’s ideas both as to the 
methods to be followed and the time to 
be allowed. 

Once fair and mutually satisfactory rates 
have been determined they must be adhered 
to rigidly for as long a period as possible. 
At the same time, immediate adjustment 
must be made to bring them into line with 
any wage increase granted by legislation. 
They must be such as will enable average 
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employees to earn more than average wages 
by the exercise of additional effort. The 
scheme must be such that the earnings are 
easy for workers to calculate so that they 
may be satisfied they are actually being 
paid for what they have done. Moreover, 
any scheme must be simple for the clerical 
staff to handle, and must allow for the 
earnings to be made available promptly. 
NON-FINANCIAL INCENTIVES. 

It is admitted that money is only one of 
the stimuli to increase output to which 
employees will respond. It is usually re- 
garded as the most important one, because, 
apart from enabling a workman to pur- 
chase the necessities and pleasures of life, 
his earnings in the eyes of his fellows rep- 
resent a measure of his material 
However, it is amazing what results can 
sometimes be achieved by non-financial in- 
centives. Among the more common are the 
following : 


success. 


Many people will make 
a great praise, where 
praise is due. While praise should 
not be given without reason, it should 
be forthcoming when earned, and 
apart from the mere word of praise 
may even take the form of increased 
responsibility. 

Interest in the work. An endeavour 
to acquaint the employee with the 
importance of his or her job to the 
completed product is of value. A 
recognition of the fact that many 
employees will display initiative and 
use judgment if given the oppor- 
tunity is necessary if the best is to 
be expected from them. 


1. Recognition. 


response to 


The more competent an 
employee becomes, the greater his 
pleasure in his task, so that in many 
cases systematic training can be of 
some value in improving his output, 
not only because of the extra output 
and therefore extra money gained, 
but because of his added pleasure in 
doing the work. 

Avoidance of threats. The fear of 
discharge or reprimand may improve 
output for a short period when con- 
ditions are such that the employee 
values his or her job, but it cannot 
take the place of willing co-operation. 
There must be supervision, and there 


Knowle dge. 
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attainment of increased production. How- 
ever, the two are to a great extent inter- 
related. 


FINANCIAL INCENTIVES. 


Obviously, the fundamental financial in- 
centive to do a job is the wage received for 
it, and in New Zealand where awards 
govern most occupations, in normal times 
the. award wage in any industry may be 
regarded as a reasonable recompense to 
an employee for an average day’s work. 
However, when we use the term Wage In- 
centive we refer to methods of financial 
reward other than straight wage payments 
at award rates, designed to induce better 
than average performance from employees. 

Wage incentive schemes are no new 
thing. They have been tried, discarded, 
and tried again in all industrial countries, 
and in general the measure of success has 
been commensurate with the care taken in 
fixing the basic rates of payment and the 
interest taken by management in the oper- 
ation of the various schemes. 

There are three fundamental require- 
ments for a good wage incentive plan: 

1. The earnings of employees under the 
scheme must be obviously better than 
the normal rewards for that class of 
labour in industry generally. If a 
worker can earn as much by way of a 
regular wage elsewhere, the incentive 
scheme loses its foree and the em- 
ployer concerned will ultimately lose 
his staff to others who are not so 
fussy about output per hour. At the 
same time, the labour cost per unit 
of output must not be so high as to 
place the employer at a disadvantage 
in competition with other manufac- 
turers. 

The scheme must encourage better 
than average performance on the part 
of the employee, but not at the ex- 
pense of any lowering in quality. 
This desired result is often attained 
by basic output payments at piece 
work rates coupled with deduction 
from bonus earnings through faulty 
work beyond a certain standard. 

The wage structure must be so ad- 
justed that it is fair within the organ- 
isation as a whole. If, for example, 
machine workers can attain high 
earnings as a result of a wage incen- 
tive scheme, then the usual difference 


The Australian Accountant 


June, 1948 


between their earnings and those of 
foremen, supervisors, etc., must be 
preserved. In addition, workers on 
other duties calling for a like measure 
of skill and application must be cap- 
able of earning similar rewards. 
Particular skill, special achievement, 
added responsibility and long service 
are all factors which should affect the 
financial reward for work performed. 
An example of industrial strife result- 
ing from wage anomalies within a 
group was the recent resignation of 
all ships’ officers in New Zealand 
trade because the earnings permitted 
under their industrial agreement 
were, in many less than the 
amount received by members of the 


cases, 


crew. 


WHat Dors THE WorRKER THINK? 


Before an incentive: scheme is installed 
in any particular industry or plant, some 
thought must be given to the worker’s point 
of view. One of the major considerations 
likely to influence this point of view is his 
age. 

In so far as ages are concerned, there 
are three broad groups of employees, the 
young, the middle aged and the elderly. 

Young workers of both sexes are likely 
to have few responsibilities and little sense 
of responsibility, unless there is some influ- 
ence from parents or guardians. The 
appeal of high monetary earnings will 
sometimes outweigh the sounder, although 
less obvious, benefit of a future career in 
a growing industry or a reputable concern. 
Attractions to the members of this group, 
apart from financial rewards, are likely to 
be—the pleasure and interest of the work 
—the pleasure of association with other 
workers of a similar age and type engaged 
in like occupation. a preference for occu- 
pations where discipline is not particularly 
strict. Security of position means little, 
and there is a tendency at the present time 
for large number of workers to move 
around from place to place till they find 
niches to suit their particular talents. In 
the ease of youths, work that fires the im- 
agination, either because one feels a sense 
of achievement or because of the glamour 
attached to the occupation, is often an in- 
ducement in that particular occupation. 
The career motive may be there to a limited 
degree, but it is not predominant, and in 





June, 1948 


so far as female labour in factories is 
concerned is almost non-existent at the 
present time. 

The next group is made up of those 
approaching middle age, and is predomin- 
ently male. In industry, earnings of this 
group seldom allow for the accumulation 
of any volume of savings to take care of 
old age, or to allow of changes of occupa- 
tion, or long periods of idleness. For these 
reasons, security becomes the dominating 
motive, coupled with the desire to earn as 
much as possible. Social Security benefits 
may have tended to reduce this factor, but 
not to any marked degree. The career 
motive may still be there, but by the time 
middle age is reached it tends very often 
to give way to the desire for security and 
a comfortable sort of existence. 

With the older group of employees still 
spending the bulk of their earnings in 
living, security in the present job’is prob- 
ably the paramount consideration. These 
employees, with their accumulated experi- 
ence and more mature outlook, are the most 
valuable part of the staff in any under- 
taking, and a group that must be looked 
after. Any incentive scheme must be such 


as to take care of this group, who, although 
they may have passed their prime in so 


far as output per hour is concerned, do 
represent the core of the productive force. 
A straight piece rate system will often 
work a hardship on this type of employee. 


MEASUREMENT AND VALUATION OF OUTPUT. 


As a basis of any scheme of wage incen- 
tive, a tally must be made of an employee’s 
output and a rate fixed for the payment of 
the work done. Time and motion study is 
one method of determining the proper 
manner in which the work will be under- 
taken and the time allowed for it. How- 
ever, far more general than time and 
motion studies, particularly in smaller 
plants, are what might be called ‘‘rule of 
thumb’’ methods, based on past experience 
or on someone’s ideas both as to the 
methods to be followed and the time to 
be allowed. 

Once fair and mutually satisfactory rates 
have been determined they must be adhered 
to rigidly for as long a period as possible. 
At the same time, immediate adjustment 
must be made to bring them into line with 
any wage increase granted by legislation. 
They must be such as will enable average 
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employees to earn more than average wages 
by the exercise of additional effort. The 
scheme must be such that the earnings are 
easy for workers to calculate so that they 
may be satisfied they are actually being 
paid for what they have done. Moreover, 
any scheme must be simple for the clerical 
staff to handle, and must allow for the 
earnings to be made available promptly. 


NON-FINANCIAL INCENTIVES. 

It is admitted that money is only one of 
the stimuli to output to which 
employees will respond. It is usually re- 
garded as the most important one, because, 
apart from enabling a workman to pur- 
chase the necessities and pleasures of life, 
his earnings in the eyes of his fellows rep- 
resent a measure of his material success. 
However, it is amazing what results can 
sometimes be achieved by non-financial in- 
centives. Among the more common are the 
following : 


increase 


Many people will make 
a great to praise, where 
praise is due. While praise should 
not be given without reason, it should 
be forthcoming when earned, and 
apart from the mere word of praise 
may even take the form of increased 
responsibility. 

Interest in the work. An endeavour 
to acquaint the employee with the 
importance of his or her job to the 
completed product is of value. A 
recognition of the fact that many 
employees will display initiative and 
use judgment if given the oppor- 
tunity is necessary if the best is to 
be expected from them. 


1. Re cognition, 


response 


Knowledge. The more competent an 
employee becomes, the greater his 
pleasure in his task, so that in many 
cases systematic training can be of 
some value in improving his output, 
not only because of the extra output 
and therefore extra money gained, 
but because of his added pleasure in 
doing the work. 

Avoidance of threats. The fear of 
discharge or reprimand may improve 
output for a short period when con- 
ditions are such that the employee 
values his or her job, but it cannot 
take the place of willing co-operation. 
There must be supervision, and there 
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must be discipline, but, if carried to 
extremes, these factors will result in 
in an unhappy plant where produc- 
tion is only as high as is necessary to 
avoid a reprimand. 


PRACTICAL SCHEMES OF WAGE INCENTIVE. 


In practice, how are we to connect a 
man’s earnings with his performance? 
Obviously the simplest and most practical 
scheme is piece rate, and under suitable 
conditions no system can surpass it for 
effectiveness or fairness. Any employee can 
understand it and it is easy to administer 
and fits in admirably with cost accounting 
technique. 

Apart from the fact that straight piece 
rates are impracticable in New Zealand be- 
cause of our minimum wage laws, they are 
not suited to all conditions. For such a 
scheme to work satisfactorily, it is neces- 
sary that the performance and the effort 
required for it be definitely measurable, 
and that there be no variation in the jobs, 
once a price for the job has been fixed. 
Other factors upset the scheme; for ex- 
ample, where a man must wait around for 
work, where machines develop faults, where 
material varies in quality and where sizes 
of batches differ. Also, where there is in- 
ability adequately to pre-determine accu- 
rate and fair times, rates are set by guess- 
work resulting in the need for change at 
some later date. 

THe HaLsey SCHEME. 

A variation of the piece work system is 
the Halsey scheme. This allows for a time 
for the performance of the task, say sixty 
minutes at whatever wage rate may be in 
operation. For the purpose of illustration, 
let us choose 4s. Od. an hour. A bonus is 
then paid for any saving in the standard 
time allowed, ranging from a small percen- 
tage to the full 100%. For example, using 
the above figures, were the job to be done 
in 45 minutes, then the worker would be 
paid three-quarters of an hour at 4s. Od. 
an hour, plus a percentage of the time 
saved, say 50% or.75 minutes, also at 
4s. Od. an hour, making a total earning of 
3s. 6d. Had he been paid a full 100% 
bonus irrespective of what time had been 
saved, he would receive 4s. Od. for the task. 

While similar to piece rate methods in 
its general effect, the 100% Halsey scheme 
has at least two important differences. 
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Firstly, the standard is in terms of time 
rather than money units, therefore, change 
in the hourly rate, either up or down, does 
not affect the standard time, and therefore 
eliminates the necessity for the clerical 
work which follows any revision of piece 
rates under similar conditions. 

Secondly, variation in the general value 
of an employee to the organisation can be 
recognized by a difference in the base rate; 
for example 5s. Od. per hour for long- 
service employees against 4s. Od. per hour 
for the man who has recently joined. Such 
a difference in rates does not prejudice the 
earning of bonuses by either party, but 
recognizes the value to the organisation of 
the older employee. 

While not as simple as a straight piece 
work scheme, it is usually clearly under- 
standable by employees, and so fills one 
of the main requirements of a_ bonus 
scheme. 

THe BeEDEAUX SyYsTEM. 

Another scheme related to the Halsey 
scheme in principle is the Bedeaux scheme. 
Here the allowed time for the task is set, 
based on the observed time plus allowances 
for fatigue, ete., which will allow a reason- 
ably competent operator better than stan- 
dard rates for the task. The allowed time 
is stated in B’s or time units of one 
minute each. If the operator performs the 
task in less than the allowed time he is 
credited with the B’s saved. 

The operator is paid at the regular 
hourly rate for time worked, and for the 
b's earned he is paid at three-quarters 
of his hourly rate. The remaining quarter 
goes into a pool and is shared by super- 
visors and foremen. Careful supervision 
under any wage incentive scheme is essen- 
tial if one is to avoid the occurrence of 
excessive spoiled work as a result of speed- 
ing up output to earn higher wages. The 
Bedeaux system recognizes this need for 
supervision and the fact that the super- 
visors should benefit proportionately to 
workers, and differs, therefore, from the 
75% Halsey scheme in this direction. Both 
the Halsey and the Bedeaux plans require 
considerable clerical records and quite a 
deal of computation. 

THE Rowan PLAN. 

While not as popular to-day as fifteen 
or twenty years ago, the Rowan plan is of 
interest. Under this scheme a worker was 
paid at ordinary rates for the time worked, 
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plus a premium equal to the percentage 
that the time saved bore to the time 
allowed. For example, using the previous 
figures, he would be paid 3s. Od. for 45 
minutes, work and 15/60 or 25% of 3s. 0d. 
as his bonus, making a total earning of 
3s. 9d. 

The plan has the advantage over the 
Halsey scheme in that it compensates for 
bad errors in time setting. Beyond a sav- 
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ing of 50% over the allowed time, the rate 
of pay per piece decreases rapidly, and 
under no circumstance can a man earn 
more than double his hourly rate. Even 
under a 50% Halsey scheme a man’s bonus 
can, under exceptional conditions, greatly 
exceed his normal earnings. 

[t is interesting to compare the earnings 
under the Rowan and the 50% Halsey 
scheme 
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The Rowan plan is more difficult for 
workers to understand and has fallen into 
disuse because of this fact. The chief 
recommendation is its self-limiting feature 
which makes it safe when little reliance can 
be placed on the times set for tasks. 

There are numerous other plans: 

1. The Emmerson allows ordinary rates 
up to two-thirds of the standard or 
allowed timg. From this point up 
to the standard time, an increasing 
rate is paid so that at 100%, that is, 
the full standard time, a 20% bonus 
on ordinary rates being earned. 
This has the advantage of offering 

incentive, even to relatively in 


nt worker 


is 


’ 
~ODLe 
effic! Ss. 


in most 


will meet 


practical purposes, cases, a 
eht piece rate plan 
“d with the payment of the minimum 
laid down by the particular award or 


> requirements of the Labour Depart 


the cast 
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Groue INCENTIVES. 


While incentive schemes allowing for 
payment to individuals are more common, 
there are occasions when a group plan, 
either in conjunction with individual 
schemes or in place of them, will achieve 
the desired results. Then again, there are 
situations where, due to the nature of the 
work, individual schemes are not applic- 
able. 

For example, in the packing and for- 
warding department of one large ware- 


house an assortment of parcels was handled 
and the employees were engaged on various 
tasks within the department. No bonus 
scheme applicable to individuals could be 
devised, yet one applied to the whole 
department a group based on the 
number of parcels handled per day worked 
very successfully. 


as 


It was the experience of another com- 
pany that a team of girls on packing work 
were able successfully instal a group 
The fact that the members 
group shared in the common bonus 
encouraged mutual helpfulness. In the ease 
ra 
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output. 
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n an employee will earn the 
of his fellow 
The group bonus plan removes 
this objection, as the whole group benefits 
from any extra efforts of an individual, 
while the slacking of one is likely to be 
censured by the group as amounting to a 
betrayal of the group. 


or 


Payment of the bonus in group schemes 
may be according to the hours worked by 
each, or according to the basic wage of 
each or on some other arbitrary decision. 
From an accounting point of view, the 
scheme is simple and the paper work is 
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reduced to a minimum. The chief objection 
is likely to come from the really skilful 
employee who does not see why he should 
exert himself above the ordinary when only 
a very small proportion of that extra effort 
is likely to benefit himself. 

A group bonus scheme works best where 
the group is small, composed of workers of 
approximately the same ability or skill 
doing much the same type of work, or in a 
case where the output of the last man 
depends on that of the man ahead of him, 
in other words, production passes through 
a series of operations. 

Another variance of the group bonus is 
the setting of a target in the department 
or in the plant as a whole, whereby one 
earns a bonus if a certain output is reached. 
This proves useful under certain condi- 
tions, but the larger the unit involved, the 
less likelihood there is of each person rea- 
lising his or her personal part in the 
scheme. 
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FUNDAMENTAL NECESSITIES FOR A WaAgqE 
INCENTIVE PLAN. 


What are the main points in setting up 
wage incentive plans? These may be listed 
as follows: 

Accurate measurement of the task. 
Simplification of the task to the 
motions absolutely necessary. 

Fair rates made up of a reasonable 
minimum wage, plus a financial in- 
centive for additional effort, which 
will allow better than average earn- 
ings. 

An easily understood bonus scheme 
and prompt payments. 

An assurance that the special rights 
of supervisors and other are safe- 
guarded. 

Adequate supervision to check faulty 
work. 

A happy atmosphere in the plant. 
Adequate instruction to those under- 
taking the work. 


COMMONWEALTH 


INSTITUTE OF ACCOUNTANTS 


(Address delivered by the President (Mr. F. Howe Talbot, F.I.C.A.) in moving the 
adoption of the Annual Report at the Ordinary General Meeting of Members held 
in Sydney on Tuesday, 20th April, 1948.) 


The Report makes a short mention of 
Publicity and Development. This aspect 
of the Institute has been the subject of 
detailed and lengthy investigation by the 
General Council in view of the fact that it 
was considered vital that the general public 
should have a better knowledge of the 
status and qualifications of Accountants. 
This information cannot be conveyed 
individually by Accountants, owing to the 
fact that it is well established that endea- 
vours by any person to publicise himself 
has a result the reverse of that 


desires to create. 


usually 
which he 

Publicity must be undertaken in an 
Institutional manner and here again the 
Council was faced with the problem of 
carrying this out in a dignified way. The 
necessity for publicity is vital when account 
is taken of the confusion which exists in 


the minds of the public regarding 
Accountants generally. The designation 
‘*Accountant’’ appears to be one which 
any person may assume at will, with the 
result that the discrepancy between the 
qualifications of the top men in the pro- 
fession and unskilled clerks, both of whom 
claim the distinction, is very wide. Add to 
this unfavourable characteristic the fact 
that there is a multiplicity of Institutes 
and the confusion in the public mind is 
understandable. 

That this aspect of Institutional Account- 
ancy has influenced the administrators of 
Institutes in other countries is evidenced 
by the fact that the American Institute of 
Accountants has initiated a programme to 
foster public relations, a programme for 
the carrying out of which it has set aside 
tens of thousands of dollars per annum. 
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A recent issue of the American Journal of 
Accountancy, Jamuary 1948, contains a 

‘ 
pronouncement by Mr. John L. Carey, 
Secretary of the American Institute of 
Accountants, concerning the public opinion 
of the Accountancy Profession. 

His article traces the progress of 
Accountants over the past thirty years, 
and he coneludes it with the following 
matter: 

‘‘We live in a time of rapid change 

technological, economic, social, political 
change. It is also an age of propa- 
ganda. Conscious, planned effort to 
influence public opinion is considered 
an indispensable instrument by almost 
every group which wants the goodwill 
of society. What happens in the next 
five or ten years may determine 
whether certified public accountants 
retain their hard-won status as a pro- 
fession, or are relegated to the position 
of skilled craftsmen; whether they 
lead public thought in matters of 


accounting and financial reporting, or 
merely follow rules laid down for them 
by others; whether they are generally 
respected and asked for advice at the 
policy 


level, or regarded as mere 
mechanics who assemble figures for 
others to interpret; whether they are 
accepted as the highest authority in 
resolving the conflicting interests of 
those who want a share of business 
income, or whether they are looked on 
merely as a technical tool of business 
management. 
The resolution of these alternatives 
may be largely determined by the pro- 
fession’s ability to inform the public 
of its functions, its objectives, its 
standards, achievements, and_abili- 
ties.’’ 

I am indebted to Mr. Walter Scott, Presi- 
dent of the New South Wales division of 
the Institute, for information regarding a 
survey made by the American Institute of 
Accountants, for the purpose of ascertain- 
ing where in the minds of Bankers, Busi- 
ness Executives and the like, the Account- 
ancy Profession stood in relation to other 
and better known professions. It was as a 
result of this survey that the American 
Institute undertook a costly programme of 
public relations, and it was prompted to 
do so because it learned that in many in- 
stances where the professions were listed 
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Accountancy was omitted altogether and 
that when the attention of the Banker or 
Executive was drawn to the omission he 
invariably placed Accountancy last; in the 
majority of cases where Accountancy was 
included it was last. The results of this 
survey which caused the American Insti- 
tute of Accountants to halt and ponder 
must occasion the profession in Australia 
to do the same thing. 

At this stage it might be as well for me 
to point out to members that the designa- 
tion ‘‘ Practising Accountant’’ is one which 
it is considered is not now confined to 
those Accountants who publicly practise 
the profession. Whether he makes his 
services available to the general public or 
confines: them to one commercial under- 
taking, the Accountant in both instances 
practises his profession. For years there 
has been a tendency for more and more 
men trained in the offices of Public 
Accountants to seek with commercial firms 
opportunities to advance themselves in the 
profession. This is borne out by a state- 
ment made in England by Sir Harold G. 
Howitt during his address to the Co-ordin- 
ating Committee functioning in. Britain. 
He stated: 

‘I have felt it incumbent on me in 
any considered review of the profes- 
sion to refer separately to the practis- 
ing and the non-practising member. 
In truth, however, I regard the latter 
as an integral part of the profession 
and I hope they so regard themselves.’’ 

It would seem, therefore, that the quali- 
fied practising members of the profession, 
both Public and Commercial, should com- 
bine to have brought about public recogni- 
tion of their status and whilst the carrying 
out of an extensive scheme to foster public 
relations will be a valuable step in this 
direction, it is only the first of several steps 
which should be taken. 

Members of this and kindred Institutes 
who have acquired qualifications by inten- 
sive studies and subsequent qualification by 
examination should stand together and 
repel ang attack on their hardly won status. 
I am prompted to make this remark by 
reason of the fact that there has been 
issued in Sydney a cireular’ inviting 
Accountants to join a new Institute. The 
cireular to which I refer states, amongst 
other things, that the new Institute is the 
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only representative of the great body of 
Commercial Accountants, and that at pres- 
ent experienced Accountants may be ad- 
mitted without examinations, although the 
agreed number of selected members has 


been nearly reached. It states also ‘‘that 
the profession of Accountancy which 
hitherto has been an open profession is 
closing its ranks and already legislation 
has been promoted to limit those who may 
audit the Accounts of Companies. In order 
to reap the advantages which the profession 
offers it is necessary to gain admittance to 
a recognised Accountancy Society with un- 
questionable status.’’. 

Here we have an instance of an Institute 
which proposes to take into membership 
unqualified men so that they will reap the 
advantages which the profession offers. 
The fact that these advantages were 
created during the past sixty years by our 
own and kindred Institutes is ignored, and 
in addition what can only be described as 
a specious statement is made that the 
Institute will be the only one representing 
Commercial Accountants. 

It must be apparent to every Accountant 
that unless some action is taken to establish 
who may or who may not deseribe them- 
selves as Accountants the position will be- 
come even more chaotic than at present. 

There is only one way in which this can 
be solved, and that is by the registration of 
Accountants. The General Council of this 
Institute has stated as a policy that it is in 
favour of the registration of Accountants 
on a Commonwealth basis, and as a first 
step towards the implementation of this 
policy had a case prepared and submitted 
to the proper authorities. It provides for 
the registration of all Accountants, whether 
practising publicly or privately, under the 
administration of the existing Accountancy 
bodies. That the need for registration has 
exercised the minds of Institutes in coun- 
tries other than Australia is shown by the 
fact that to quote several instances, regis- 
tration is necessary in America, it is neces- 
sary for all Accountants in New Zealand, 
whilst in England Committees have been 
set up with a view to finding weys and 
means of bringing it about. 

In Australia there is already established 
in New South Wales and Queensland regis- 
tration of Public Accountants, but this 
Institute holds firmly to the view that regis- 
tration should be on a Commonwealth basis, 
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and that all Accountants should be in. 
cluded. We have not up till now had any 
support from kindred bodies, but we feel 
that it is only a matter of'time before the 
latter see eye to eye with us, and will 
support us in bringing about the passing 
of a Bill which we have prepared in draft. 
Registration of Accountants is not some- 
thing which this Institute considers is bene- 
ficial only to the members of the profession, 
its application will in a very large measure 
be a protection to the general public, and 
it was with this thought uppermost in its 
mind that General Council formulated its 
policy. 

It may be assumed that following upon 
the amendment of the English Companies 
Act, the various State Acts in this direction 
will be amended so as to incorporate man) 
of the provisions of the former, and it 
might and should be that eventually the 
Companies Act will be, like the Bank- 
ruptey Act, on a Commonwealth basis. It 
is desirable that before these Acts are 
amended or a Commonwealth Act brought 
in, registration of Accountants should be 
effected so that the accounting and audit- 
ing provisions in those Acts can be east in 
a more comprehensive manner than at 
present, with Accountants having an 
assured status in the community and _ pos- 
sessing known qualifications. The drafters 
of the Companies Act could then with con- 
fidence incorporate provisions which would 
be beneficial to that large 
dealing with Joint Stock C 


sectiol ol 
community 
panies. 

Council is aware of the 


recently there was 


fact that 
antagonis! 
gistration. However, in vi of 
the information which I have given you 
evening | feel that there cannot be 
any longer doubts in the minds of reason- 
able men that registration is not only 
desirable but absolutely necessary. Mem- 
bers of this Institute can rest assured that 
General Council will bend every effort 
towards bringing about registration of 
Accountants on a Commonwealth basis, and 
will do so with the knowledge that it has 
the support of every one of its members. 
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Regarding the bestowal of life member- 
ship on Mr. A. A. Fitzgerald, General 
Council has exercised on a number of 
oceasions its privileges in this direction, 
and always to a recipient who has made 
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outstanding contributions to the Account- twenty vears, and makes no mention of the 
ancy Profession. It was an expression of outstanding enthusiasm and énergy he dis- 
oratitude that General Council asked played when, during the war years and 
Mr. Fitzgerald to accept a distinction immediately afterwards he visited every 
which it was felt he merited for his un- State for the purpose of lecturing in 


SSIng fagzing interest and efforts towards the Accountancy and arranging with Public 
lraft. edevation of the profession of which he is Edueational Bodies the affiliations we now 
some- undoubtedly an ornament. enjoy; I feel that this opportunity to 
bene- The Annual Report gives only a short amplify verbaily the reference in the 
SS10N, epitome of his activities over the past Report to Mr. Fitzgerald is well taken. 
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aaa CHANCES IN MODERN MANAGEMENT 
many by 
ny D. J. GARRICK. 
pank- i 
; It We use the word ‘‘Management’’ these organisation generally. We more or less 
- are days often without stopping, perhaps, to all know the main functions of the human 
yught think, what is Management? It is a word body which can be regarded as the most 
id be encealing an intricate tangle of actions perfectly harmonised unit of an organi- 
udit- and reactions. One of the main actions sation, where we can find communication, 
st in derlying this word is co-ordination. specialisation, delegation, ete., or in other 
Co-ordination could be defined as: Tying words the highest level of co-ordination. 
an ip all factors and resources of a unit into The performance of the thousands of 
pos- asmoothly running routine through*plan- separate activities of the human _ body 
fters ing and controf. Whether this unit to requires multitudes of specialised cells. 
con- co-ordinated or to be managed is the There are, for example, five kinds of white 
ould whole economic unit of our shattered world, blood cells, each serving a different pur- 
the rof Australia, or of X.Y.Z. Ltd. does not pose The cells as a whole are organised 
(‘om- ake much difference since the principle into.three broad groups of activities: 


‘problems are the same. The prob- | manufacturing operations, utilities and ad- 
vary according to the prominence ministration. Some of the principal manu- 

r other of the elements which are facturing organisations are the adrenals, 

rs or resources of the unit, but th the pancreas, the liver, the glands, ete. 

does not alter. A very sad The utilities include beautifully organised 

of inadequate co-ordination is Systems tor respiration, digestion, eireu- 

need today by everybody in the lation, communication (the nervous system) 

‘thaotic economical situation of the world, and movement (the muscular system), ete. 
which shows its ill effect as well in England The top administrative organisation, the 
or China as in the U.S.A. or Australia. one we are concerned with, includes four 
Since the very early days of its exis- levels: the spinal cord, the brain stem, the 

tence mankind has learned from nature and old brain and the new brain. In these four 
arrived to its present level of progress by levels of top administration the principle 
observation and research. There is still a of maximum possible delegation, which is 
lng way to go to perfection, but contin- characteristic of good management, can be 
lous keenness for progress will achieve found. The lowest executive level, the 
further steps toward perfection. spinal cord, has the responsibility and com- 
Management is a field—and I include in’ mensurate authority for co-ordinating the 

this field the Accountant as an integral completely automatic functions of the 
part of it—where there is much to learn human body, such as coughing, sneezing, 
from nature, particularly in regard to winking and maintaining posture, all quite 
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involuntary and not involving any con- 
scious direction. The next level, or brain 
stem, controls the semi-automatic functions 
such as breathing. The old brain governs 
the more complex co-ordination like the 
mechanism involved in walking, writing 
and speaking. All of these three levels 
could be called executive levels; they take 
eare of all routine and many emergency 
activities requiring central direction and 
the co-ordination of two or more manufac- 
turing or utilities departments. 

And now we come to the top level, the 
new brain. This is the centre of what 
might be called the departments of statis- 
tics and information, planning, creating, 
judiciary and will-power. It is relieved of 
practically all routine executive functions 
thus leaving it free to plan the activities 
of the organism and give it overall direc- 
tions. Its main characteristics are the high 
development of planning and judgment; 
and especially its unique creative ability. 
It can integrate all of its experiences, 
whether obtained directly or by hearing, 
reading or seeing the experiences of others, 
and from this integration can create and 
apply entirely new concepts. 

The human body, and 
executive levels, achieved this perfection 
of co-ordination through a process of evo- 
lution lasting many thousand years. It is 
quite interesting to observe that the most 
successful are those enterprises where the 
principles of organisation and administra- 
tion are in accordance with the principles 
employed in the human body, although, of 
as_ perfectly 


especially its 


course, not as complete or 
applied. 

We are beginning to learn that when a 
man-made organisation suffers from dis- 
orders it is best to look first for departure 
from sound principles. But the detection 
of such departures, which are usually very 
minute in their first appearance, requires 
a very keen analytical sense, and a seismo- 
graph-like sensitive yardstick, so as to show 
up deviations in their early stage. We 
know also of the ability of the human body 
of adapting itself to varying climatical 
conditions which add strain to one or an- 
other of its organs. But here again the 
perfect co-ordination provides for the 
necessary surplus to be fed to these organs 
without disturbing the balanced harmony 
of the organisation as a whole. 
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How ideal would it be for Management 
to build up a structure on similar prin. 
ciples and to possess the necessary adminis. 
trative mechanism so as to be notified jp 
a routine manner of any deterioration or 
any change of circumstances or of any 
strain upon any part of its organisation! 
Of the greatest importance in control. 
ling corporative activities are the ideals 
objectives and policies of the enterprise, 
which must be clearly stated, promulgated 
and understood if the most efficient and 
effective results are to be obtained. Policies, 
including objectives, constitute one of the 
primary instruments for co-ordination and 
control of corporative activity. Policies 
provide for consistency of action; if these 
are not understood and followed operations 
cannot be effective and desired ultimate 
objectives are not likely to be reached. 

But let us try to condense the elements, 
which are the factors to be co-ordinated 
by Management, into a few main groups. 
Broadly speaking they are known as: 

Public Relation, 

Money (finance), 

Market (selling and procurement 

Material (raw and finished, including 

production ), 

Mahpower, 

Machine. 

The first three are the responsibility of 
the members of the administrative level of 
Management, and are known as Policy; the 
last three come under the jurisdiction of 
the executive level of Management and are 
referred to as the Organisation of an enter- 
prise. This is the level where the Account- 
ant must have an eminent part. 


Properly compiled and used statistics 
comprise one of the best devices developed 
for establishing control over activities and 
constitute a major means for controlling an 


organisation by their effect of revealing 
deviations from policies, discrepancies of 
operations or co-ordination. Statistical 
comparisons of revenues, expenditure and 
other data between periods of time (month, 
quarter, year) and also between companies 
in the same competitive field, show vari- 
ances and indicate trends that provide 
bases for investigation and constructive 
action when the necessity for such action is 
indicated. Accounting, statistical, techni- 
cal and other reports constitute the proper 
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tool in the hands of Management and facili- 
tate Management’s functions. But such 
reports unless compiled, condensed and 
interpreted by a capable agency having a 
management viewpoint, can seriously han- 
dicap or bog down the managerial func- 
tions, and even, in fact, lead to erroneous 
decisions Which may have important effects 
on the course of a business. 

In the present state of managerial pro- 
oress it is an established fact that the 
accounting section of the organisation, or 
the Accountant as a member of Manage- 
ment, are looked upon as the agency cap- 
able of providing Management with this 
indispensable tool. 

The accounting profession has not only 
to keep pace with the progress and develop- 
ment of modern management, but has to 
lad the way, and the accountant of the 
future is the well-informed, educated man 
with a keen sense of research and analysis 
to be able to guide, interpret and imple- 
ment policies, and to concern himself with 
far more than the accumulation of produc- 
tion and financial data. 

In the quarterly journal of American 
“Advanced Management’’ issued by the 
for the Advancement of Manage- 
nent, an article dealing with ‘‘Tomorrow’s 
Cost Svystem’’ gives the following view in 
this regard : 


Society 


Today ’s cost system is planned in terms of 
tradition as a mere extension of double entry 
book-keeping. It has traditional 
grouped into traditional subsidiary ledgers, tied 
in with traditional control accounts, and dom 
inated by traditional balance sheets and income 
statements. It looks to the past for its data, 
and arranges these data in traditional patterns. 
Tomorrow’s cost system will be planned in 
terms of the activities of managers who use 
cost data. The material and techniques are 
all at hand. All we need is sufficient courage 
to shake off the shackles of tradition. 

Frederick W. Taylor divided managerial 
activities into planning and performance. Let 
us briefly consider the content and method of 
each. 


accounts, 


} 


l. Planning Enterprise Activities: 
Managerial planning includes formulation of 
policies, design of organisation, selection of 
es and establishment of techniques and 
procedures, While policies are re latively gen 
eral and permanent plans, they remain subject 
to reconsideration as conditions change. Most 
com yp): nic s, for example, eneounter streams of 
suggestions for new products, some of which 
require reeonsideration of company 
Manpower shortages and pressures from govern- 
mental agencies may cause changes in com- 


policies. 
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pensation policies. As companies expand and 
policies change, the pattern of organisation 
must be adjusted to fit new conditions. As 
equipment becomes obsolete or inadequate, new 
Products and pro- 
Changing needs 
and new designs arising from technological pro- 
render the problems highly 
dynamic. With new policies and new equip 
ment comes a need for new technique. ‘Thus, 
development of tabulating equipment resulted 
in many changes in accounting technique. 


equipme nt must be selected. 
cesses also become obsolete. 


gress selection 


Planning, in this sense, is fundamentally 
choosing. What changes should be made? How 
can Management tell when the time to change 
has arrived? A planning problem arises when 
an alternate possible course of action is dis- 
covered. The manager projects each alternate 
as a detailed program of future action, ascer- 
tains differences among these programs meas 
ured in terms of ultimate effect on enterprise 
profit, chooses the most attractive, and later 
reviews his choice to determine whether a need 
for reconsideration exists. The accounting 
problem involved is one of ascertaining how the 
composition and importance of costs and in- 
comes change as one program is substituted for 
another. 


2. Controlling Operations: 


Managerial control control of 
achievement, of costs and of investments. Hav- 
ing selected a plan, management reformulates 
it in terms of individual responsibilities for 
carrying out each aspect of the plan. Indi 
viduals are made responsible for achieving 
definite ends within definite limitations as to 


includes 


costs and investments. 


Control consists of securing conformity to 
plans. Individual employees are the operational 
units by means of which managerial plans are 
brought to fruition. These individuals must 
be directed, motivated inspe eted and corrected. 
This involves establishment of standards in 
terms of individual’s responsibilities, communi 
cation of plans and standards to subordinates, 
measurement of 
results in terms comparable with statements of 
plans and remedial action 
wherever performance is found deficient as com 
pared to plans. individual sales 
quotas are set: commissions, prices, or praise 
are given to obtain 
recorded, classified by salesman, and quotas and 
com] ared. When below 
remedy is sought and applied; the pro- 
types of customers 


compensation for performance, 
standards and 
For example, 


motivation; sales are 


sales are sales are 
quota, a 
duct may be redesigned, new 
may be sought, new sales aids developed, or 
the salesman may be retrained or replaced. The 
accounting problem concerns reclassification of 
plans and standards according to individual 
responsibilities, 1 by accumulation of 
performance data classified and measured in 
comparable terms. 


followe ( 


The modern conception of accounting is 


a flexible statistical system which compares 
data, shows trends, and is compiled on an 
analytical basis allowing easy detection of 
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deviations from policies, of changes in cir- 
cumstances, or of deterioration of perform- 
ance. 

Management, and especially modern or 
progressive Management, must be dynamic. 
It searches for, finds, and uses better 
methods in the conduct of its operations. 
In this strive for changes for something 
better it has to surmount two fundamental 
traits in human nature: resistance to 
change and resentment of criticism. These 
two important factors of human nature 
stand, unfortunately too often, in the way 
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of progress. It is an added duty of Map. 
agement to devise ways and means to con. 
bat these two evils. 

Education proved to be the strongest 
Weapon in this regard and modern Manage. 
ment has no alternative but to make the 
most extensive use of it. It has to teach 
and train its operatives of all levels jy 
every phase of its tasks. We all know that 
this is a slow process, but the only secure 
way which leads to progress. It is nature's = 
way, the path of evolution marching in q ; 
succession of steps toward perfection. 


accou 


is of 


— 


MONTHLY REPORTS FOR HOSPITAL 
BOARDS OF MANAGEMENT 


by 
E. W. R. GRACE, A.I.C.A., 


Hospital Boards of Management meeting 
only at intervals have to be informed of 
the Hospital’s activities, and it is necessary 
for the Chief Executive Officer to gather 
the requisite information and present it in 
an intelligent and concise form. 

The report form, which is the subject of 
this article, has already been used success- 
fully, and it attempts to be a reasonable 
mean being neither too elaborate nor over 

Attempts have been made to 


simplified. 
would be ot 


comparisons which 


provide 
just in their application. 


value and 


The information to be provided monthly 
namely 
financial 


ided into three classes, 


ean be divi 
the revenue 


situation and the 


statement, current 


treatment statistics. 

The report is two sheets of foolseap in 
size and is folded to provide four 
pages The first is devoted to the title 
giving the name of the hospital, what the 
report is and the period covered by the 
report. The second page sets out a vertical 
statement of the Income and Expenditure 
which is formed into four columns. The 
first column has the classifications of the 
items of income and expenditure, the 
second gives the figures for the current 
month, the third details the figures for the 
current year, and the last is a comparison 
for it gives the figures for the same period 
in the previous year. 





A.C.LS., 


A.C.A.A., A.H.A. 


The classification of the expenditure 
items has been restricted to the following 
(a) Provisions; 
(b) Surgical and Dispensary ; 
(ec) Domestie; 
(d) Wages ; 
») Miscellaneous and Administration; 
f) Establishment ; 
¢) Finance: 
h) Extraordinary. 
Income has been divided in the following 
headings : 
a) State Government Grants; 
b) Commonwealth Hospital Benefits; 
¢) Municipal Grants ; 
d) Patients’ 
e) Donations: 
f) Students’ Fees; 
M4 Visitors’ Fees: 
h Sale of Products and Waste 
In the case of Patients’ Fees and Don- 
ations a few sub-headings have been it 
cluded as follows: 
-atients’ Fees: 
In Patients; 
Intermediate ; 
Out Patients; 
Casualty. 
Donations: 
General ; 
Annual Subscriptions; 
Bequests, ete., ete. 


ees; 


(a) 


(b) 


, 1948 
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Man. 
> com 4s a number of items of Income and_ be given. To indicate movements in the 

Expenditure are received quarterly or at funds the balances are listed as at the 
ongest Birecular intervals, adjustments have to be commencement of the period, and at the 
anage- Bude so as to give a true picture at a_ date of the report. Some of the funds are 
xe the varticular date. invested and it is necessary to indicate the 
teach MH’ 4s there are often a number of bank amount that is at credit in the bank and 
els in counts and funds of a capital nature it the amount of bonds that are held by the 
W that sof advantage that a statement of these individual funds. 
secure 
ture’s 
rina 
Rh. .. ya od. , 

NAME OF ACCOUNT July, 19 Bank Bonds 


Dr. Cr. 


The following is the set up of this statement: 





Mtnee. Funded O’draft 
Current 
Bldng. Cas. Block 
Nurses’ Home 
Patho. Block 
Other Equipment 
Research 
liture Ete. ete. 
wing: 





The balanees are given in Columns 2. the number of trays and in the Pathological 
ud 3 and the amounts in Column 4 must Department the number of tests made. 
tal with the respective figure in Column 3 This report is not an excessively large 
fr each partieular fund. one and does not take much time to survey. 

It covers both the financial and the treat- 

The service and treatment aspect of the ments activities of the hospital, which in 
spital is very important and the final justice should rarely be considered apart. 
age of the report is allocated to patient Hospital costs are fixed for the most part 
ud treatment statistics. The statistics and vary little in accordance with the 
sven relate to the current months for this demands that are made for treatments, 
ar and last year and their nature varies and due regard must be given to this fact 
vith each department. It is also advisable when interpreting the report. As the pre- 
» indicate the cumulative figures from the vious year’s information is also reported 
mmencement of the year, for both the it is possible to observe trends. 
rent and the past year. Generally the The value of the report is that the pur- 
itendances for each department are given pose and activities of the hospital are cap- 
gether with the numbers of treatments able of being assessed together with the 
services rendered; thus, in the ease of financial commitments, and regular reviews 
Don- @ite X-Ray Department the information is preclude the possibilities of harmful trends 
n i- Mlle films used, in the Dietary Department proceeding unnoticed. 


tion ; 


ywing 


ents ; 
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THE MECHANIZATION OF PURCHASE 
AND ALLOCATION LEDGERS 


THE AUDITOR’S PROBLEM 


by 


J. W. NEWINGTON, F.I.C.A. 


Possibly no form of mechanized accounts 
has raised the ire of auditors more than 
some of the methods observed in the mech- 
anization of purchase and allocation led- 


gers. How much of this is justified, and to 
what degree it can be avoided by a sympa- 
thetic understanding of the auditor’s re- 
quirements, will among other cognate 
matters be the substance of this article. 

In considering the auditor’s require- 
ments one meets an initial difficulty ; there 
is no static scope of audit. The auditor 
doubtless feels that the scope will bear some 
relationship to the acceptance of his opinion 
as to the effectiveness of the internal check ; 
nevertheless it is a fact that in some cases 
the auditor is not called upon to conduct 
anything like a complete scrutiny of the 
work. 

On the other hand, confirmation of the 
allocation of expenditures and obligations 
may be the auditor’s responsibility. In 
such an event he wants a system that he 
can at least test by ‘‘stab’’ checks with 
reasonable facility. 

The ground will be cleared by present- 

ing a statement of the problem together 
with an outline of manual and machine 
methods, pausing at each for an analysis 
of its accompanying virtues or short- 
comings and for consideration of the extent 
of the facility afforded for audit. 
Method 1.—A manual method with a con- 
siderable vogue is that under which pur- 
chase invoices, after certification are held 
until the receipt of the supplier’s state- 
ment, at which point they are checked 
against the statement entries and that docu- 
ment vouched for accuracy. 

The statement is dissected at foot into 
the appropriate allocation ledger accounts, 
and is then entered (under one method) in 
the purchase journal by name, net amount 
of statement and amount of discount, 


followed by the allocated amounts in column. 
nar form, the aggregate of these allocatioy 
columns equalling the sum of the statement 
and discount amounts first mentioned. Th 
addition of a cheque number may turn th 
record into a subsidiary cash book, th 
total of the net amount of the statement 
and the discount being posted respectively 
in one figure to the general cash book, — 

The total of the cash allocation colum 
and the totals of the dissected sundris 
column will be posted to the allocatia 
ledger in one amount. Entries to a cred: 
tors’ ledger are not essential. 

Or, the statement may be posted toa 
columnar cash book to effect the same pu- 
pose. 

Services such as rent, lighting, telephone 
ete., may be debited to the allocation ledge 
direct from the cash book. 

For small the method de 
cribed is simple and adequate. The colle 
tion of each supplier’s invoices with bs 
statement and his receipt for the remitted 
amount the auditor with 
straight-line routine in checking t 
purchase journal or alternative record. 
Cash book entries and the verification d 
the one monthly posting to the allocatia 
ledger from each column (and sundries) @ 
the purchase journal, likewise are readif 
handled. 

Even, however, with this method, ti 
auditor’s duties may vary. Is he resp0k 
sible for the proper certification of if 
voices, with the correctness of the allocati 
shown on each invoice, or with the § 
marized dissection shown at the foot @ 
each statement? Or, does he merely actep 
the statement dissections as shown and tai 
up his duties at that point? The scope4 
the audit will condition the comparisil 
that arise under the machine methods! 
be described later. 


businesses 


presents 





i colum- 
location 
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ed. Th 
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00k, the 
ratement 
ectively 
book. 
column 
sundries 
lloeation 
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dries) @ 
» readilf 


The Australian Accountant 


But Method 1, though simple and effici- 
ott, has demerits when applied to medium 
and large businesses. 

a) There is a limit to the stretch of a 
clerk’s arms, and to the size of the 
paper employed for the purchase 
journal, so ‘‘Sundries’’ is thrown in 
to cater for the less frequently re- 
curring accounts. This necessitates 
a further One ean in- 
stance a case in which ‘‘Sundries’’ 
covered 82 accounts! 

Due to the late arrival of suppliers’ 
statements and to the general ten- 
dency to leave the vouching of state- 
until the approach of the 
monthly pay day, it is not until the 
énd of one month before the pur- 
chase expenditure for the previous 
month is known. 
Forward-dated (as Ist) purchases, 
if not added to the current month’s 
statement, do not find their way into 
the allocation ledger until the month 
of payment. If they are added to 
the current statement then advan- 
tage is not taken of the additional 
credit period allowed, an action that 
vitiates the whole principle of buy- 
ing forward. 

d) A peak load is created at one period 

of the month. 
lethod 2. Mechanization—It is easy to 
kmonstrate that a manual bookkeeper will 

ake a posting to a ledger faster than a 
bachine, but he has not proved his work, 
wr has he extended a progressive balance, 
wr has he produced related records in the 
e operation. 

One fundamental of machine accounting, 
urefore, is that posting work will be pro- 
esively performed, and the existing 
ethods of mechanized purchase and allo- 
ution ledger embrace this characteristic. 
lternative mechanized schemes will now 
e described. 


dissection. 


ments 


lechanized Alternative A.—Invoices and 
her vouchers are posted to a creditors’ 
tiger. Suppliers’ statement is verified by 
erence to ledger entries, dissected and 
ted to purchase journal as described 
Mder Method 1. Cash and discount are 
sted to creditors’ ledger. 

This is obviously a hybrid system while 
t creditors’ ledger is ‘‘muddy’’ in that, 
th regular suppliers, the ledger account 
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is never squared. The reason for this is 
that invoices for the new month are being 
posted before the payment of the previous 
month’s account has been made. 

The auditor has no problem as the state- 
ment, invoice and receipt in respect of each 
firm will be presented to him for audit. 
Mechanized Alternative B.—Invoices are 
posted by machine to the allocation ledger 
first and then to pay vouchers, a method 
that adequately caters for current and for- 
ward-dated deliveries. This means that 
every invoice is handled twice for 
debits and once for credits) while postings 
are more than doubled. 
bateh of invoices is summarized by alloca- 
tions and the one posting made to the 
accounts affected. This, however, is merely 
a variant of the direct posting method, 
and, while it limits the number of allocation 
ledger entries, and the space oceupied, it 
does not avoid the recording for summary 
purposes of each invoice for each allocation. 

To enable the work to proceed with 
facility, the invoices will have been sorted 
first into allocation order (as far as 
possible) and posted; then arranged alpha- 
betically in order of suppliers for the 
second (ereditors) posting run. 


{once 


In some cases each 


When the last postings for the month are 
made, the invoices, as a whole, are arranged 
by suppliers and remain in that form. 
There are reasons for this: subsequent ref- 
erence is facilitated, supplier’s statements 
and pay vouchers are supported while some 
executives insist upon invoices accompany- 
ing the cheques when presented to them 
for signature. The idea here is to inspect 
the invoices for recurring purchases of the 
same line of goods to the end that demands 
may be made, in selected cases, for quantity 
discounts. 


Under this system the auditor develops a 
bilious-looking complexion as he faces the 


audit of the allocation ledger; the sim- 
plicity of his audit under manual Method 1 
has disappeared. 

At this point it can be admitted that the 
auditors’ work under mechanization alloca- 
tion ledgers where each invoice is recorded, 
will be increased. In fact, with mechanized 
systems under which bulk sorting of dis- 
sected items and bulk summaries prevail 
auditing will, for practical purposes, be im- 
possible. 
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The organization employing the mechan- 
ized method may, and probably does, feel 
that there are off-setting advantages, if not 
to the auditor, then to its staff. Let us see 
what can be done to facilitate the auditor’s 
work while retaining the mechanization of 
the allocation ledger in the manner des- 
cribed. 

(i) Post the ereditors side first. Then 
sort invoices by allocations, post and 
leave undisturbed (in posting 
batches) until audit. If the audit 
be continuous, so much the better; 
it may then be possible to group the 
invoices in suppliers’ order prior to 
pay day. This would mean, of 
course, an additional sorting. 

If the invoices were left in alloca- 
tion order their use for any subse- 
quent creditors’ purposes may be 
possible as the following will show. 

Stippliers’ statements would still 
be checked against ledger or pay 
voucher. , If a discrepancy were 
found and reference to the invoice 
were necessary it could be traced in 
the allocation group from the pay 
voucher which usually contains a 
reference to the allocation concerned. 

Audit from invoices direct to the 
allocation audit sheet, which would 
contain the name of the allocation 
and the postings in the order of 
invoices. 

In these suggestions there is a elash of 
interests. 

Whose convenience will be paramount; the 
auditor’s or the client’s accounting staff? 
One feels that the resolution of the issue 
is not in question for one moment! 

(ii) Check from allocation ledger 
accounts to invoices (which are here 
assumed to be in suppliers’ monthly 
groups) or to the pay voucher, 
which, however, would need to con- 
tain the allocation accounts in cases 
in which an invoice contained more 
than the one allocation. 


This plan may not be as crazy as would 


first appear. It is common experience that 
the class of business of the supplier will 
have a relationship with the name of an 
allocation ledger account. For example: 
the supplies of a printing and stationery 
firm will go to that allocation account, 
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while purchases from a motor parts em 
cern should come to rest in an account gu 
as ‘‘Maintenance of motor vehicles’’. ff 
selective check satisfied the auditor th 
the method described may find acceptane 

If the checking from invoices in gy 

pliers’ groups to the allocation ledger ; 
preferred so that each suppliers’ invoigg 
will be exhausted in turn, then the pill g 
be sugared in that way. 
Mechanized Alternative C.—A plan suite 
to the larger retail stores is that un& 
which purchase invoices are sorted } 
departments and suppliers within thoy 
departments. This is possible because bot 
orders on suppliers and the latters’ relati 
invoices will deal with only the one depart 
ment per document. 

Postings are made to the pay vouche 
for the suppliers concerned. As posting 
for each department are completed a tot 
is taken and transferred to the allocatia 
ledger. 

By these means a run of 100 invoiees fi 
the one department involves 101 postin 
(100 to pay vouchers and one to the all 
cation ledger) instead of 200  necessan 
with the double posting method (Alterm 
tive B). 

Invoices, after being posted in this way 
are merged into the one monthly. group fi 
each supplier and support the pay vouele 
and supplier’s statement. Audit of t 
departmental dissections would, therefor 
be difficult, but there is the saving featu 
that the auditor does not usually conee 
himself in the details of dissections of eith 
sales or purchases by departments. ‘ 

The auditor may, however, have a respi 
sibility for the allocation of expense ite 
affecting Capital Account and Profit a 
Loss. In such a ease his client and hen 
find a mutual solution in the adoption‘ 
the plan now to be submitted. 
Mechanized Alternative D— A_prach 
solution.—The auditor might advocate 
different mechanized system and one tt 
will not necessitate in the usual case 
destruction of existing stationery o 
change in the machine set-up or method 
operation. 

The posting of each invoice or a 
mary thereof, in the writer’s opinion, 
laborious to an unnecessary degree, ald 
a method, unless special consideratitl 
apply, he cannot validly support. 
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A reasonable substitution, and one that 
has been found satisfactory in practice, is 
the following : 

Post to a pay voucher in the usual way, 
showing the items in abbreviated form so 
as to permit of a dissection being made at 
month end at foot just as a supplier’s state- 
ment, under manual Method 1 would be 
treated. The relative invoices, being 
asembled with the statement, may be in- 
ected readily if information, supplemen- 
tary to that shown on the pay voucher, is 
required. 

These dissections are then posted by 
machine to the allocation ledger in the one 
rm. The auditor checks from pay voucher 
0 audit sheet, where the entries will be 
fund in consecutive order, and his prob- 
lm under mechanization is solved! This 
method of checking to ledger audit sheet is 
ised by Trustee Companies whose accounts, 
presenting cash, are more important than 
illocations. 

Consideration will be given to a possible 
wbjection by the client, not by the auditor! 

Posting of the allocation ledger will be 
klaved at month end by the time needed 
0 dissect and post the pay voucher. 

It has already been pointed out that the 
lass of business carried on by the supplier 
requently defines the allocation account. 

there this applies the dissection work is 
rgligible. Even in cases in which the pay 

wucher may concern a number of alloca- 
ln accounts (they will be in the minority) 
le work is not difficult as all the partic- 
lars needed to define the allocation are 

m the face of the pay voucher, unlike 

wking on a supplier’s statement where 

ference must be made to each invoice, or 
ih the work involved under the usual 
chine system in which the allocation 
rk must indicate the ledger account on 

invoice for the guidance of the 


Inany case, there is no reason why the 
section work (within limits) cannot be 
gressively performed. (Good machine 
pitine, this!) The firms that supply goods 
Fervices affecting more than one alloca- 


ideratiol 
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tion are rare, and are known to the experi- 
eneed clerk entrusted with the allocations, 
and he ean if the transactions are numer- 
ous perform his work in instalments. 

Again, it is infrequent for a particular 
supplier to be delivering goods each day; 
many may supply only once per month. 
In such a case, an efficient clerk can commit 
himself to the dissection without waiting 
for the end of the month. 

So far as the labour of posting to the 
allocation ledger is concerned, it is an ex- 
ceptional set-up that has more than 100 
allocation accounts and 200 suppliers; this 
volume of posting should be performed in 
a few hours. 


CoNTROL ACCOUNTS. 


It is the experience of the writer that too 
much independence of action is given to 
the operator, who is a transcriber and not 
an accountant. The fact that the ledger 
accounts balance with the control account 
is not necessarily proof of accuracy—a com- 
plete batch of postings may have been 
omitted. Again, errors discovered at the 
end of a posting run may not be altered on 
all records; corrected perhaps on the audit 
sheet and not in the ledger. Such happen- 
ings lie at the root of balancing troubles. 

A supervisor should inspect daily the 
control account and audit sheets and see 
that the postings agree with the predeter- 
mined totals of the various voucher groups, 
that the sequence of work is complete, and 
that disclosed errors have been adjusted on 
all records, initialling the control account 
figures as evidence of his inspection. In 
cases in which the machine posting totals 
are not mechanically transferred to the 
control account but are treated as a post- 
ing, care should be taken to ensure that 
the work is correct. 

The foregoing has revealed the difficulties 
encountered by auditors in the vouching of 
the mechanized allocation ledger, it has 
canvassed various remedies and discarded 
all in favour of one that, it is submitted, 
solves the problem for the auditor and, at 
the same time, confers advantages on the 
client. 
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BOOK REVIEW 


Mechanised Accounting. By V. 


(Australia) Ltd. 


The author brings to the consideration 
of his subject the knowledge acquired dur- 
ing a generation of applying accountancy 
machines and other devices to all phases 
~of office work. Only during such an ex- 
tended period is it possible to sift the good 
from the bad and to profit by the mistakes 
of the past. Methods that bore, apparently, 
the imprint of genius turn out, in practice, 
to be yet another corpse in the grave-yard 
of forgotten things. 

The availability, from time to time, of 
improved mechanism has, of course, played 
an important part in the replacement of 
methods circumscribed by contemporary 
appliances. Whether due to this cause, or 
to trial and error, the views of Mr. Solomon 
contain the latest thought on the subject. 


While it is dangerous to predict the 
eourse of the future, it appears to the 
reviewer that the fundamentals of con- 
struction of the different available makes 
have been established. If this be true, then 
the information expressed in ‘‘ Mechanised 
Accounting’’ can be accepted as reasonably 
static. 

The author, however, turns from com- 
mitting himself in this direction and sug- 
gests reference to the various machine 
houses for the details of their latest wares. 

The results of Mr. Solomon’s wide ex- 
perience have been couched in this well- 
known literary style, so that the narrative 
is lucid and easy to read. At various points 
his whimsy peeps out, leavening the solid 
material of the book and making it readily 
assimilable. 

In this volume proper regard has been 
paid to the division of work between the 
preparation of the prime entry and that 
of transcription—the point at which the 
accounting machine is applied. Particu- 
larly valuable is the section ‘‘ Adapting the 
work to the Machine’’, where the import- 
ance of form design is stressed. This 
decideratum is emphasised in Chapter II, 
‘Invoicing by Machine’’, the remarks made 


L. Sotomon, F.1.C.A. 
Sydney, 1948. 
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extending, in their value and implication, 
to the design of office stationery in general, 
whether for manual or machine use. 


The sequence of the book is that the 
Sales Ledger group is first handled; ip. 
voicing, sales dissections and ledgers reeeiy. 
ing adequate attention. Subsequent see. 
tions cover the mechanical considerations 
for receipts and 
accounts payable, cost, stock, pay-rolls and 
certain special machine applications 
Finally, there is a brief reference to “‘offee 
machines used for mechanised accounting”, 
the limited space absorbed being enforced, 
doubtless, by the desire to keep the volum 
within its allotted compass. 


cash disbursements 


28 illustrations of forms of prime entry 
and ledger lay-outs illuminate the text. 


One notices the absence of a chapter m 
the audit of mechanised accounts, a subject 
that frequently arises when mechanisatio 
is being considered. True, the basie 
requirements of audit are the same witha 
mechanised as with a manual system, but 
the facilities presented to auditors by 
mechanisation are not widely known, whil 
the hindrances, particularly in the field d 
allocation ledgers sometimes receive jall- 
diced comment from the profession. Her 
again, may have been the factor 
eliminating treatment of this subject. 


space 


It is understood that this new publ: 
cation will replace the author’s booklet a 
the same subject as the text-book for candi 
dates of the Commonwealth Institute 0 
Accountants and other educational bodies) 
To candidates, therefore, the book is. 
‘‘must’’, but it has also a wider appeal, fi 
in its pages will be found much of prof 
to auditors, commercial accountants a 
office managers; in short, to all those wh 
desire acquaintanceship with a subject th 
knowledge of which is at present tM 
esoteric possession of a comparatively f 
specialists. 


J. W. Newington. 
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STUDENTS’ SECTION 


Edited by O. R. 


MacDOona.p, 


A.I.C.A. 


PROFIT AND LOSS APPROPRIATION ACCOUNT IN PARTNERSHIPS 


by 


R. ADAMSON, A.I.C.A. 


The justification for a brief discussion 
under the above heading is afforded by the 
appearance of the following item in the 
syllabus of the Commonwealth Institute of 
Accountants : 


SALARIES AS APPROPRIATION OF 
PROFIT. 


PARTNERS’ 


Ever since these words appeared the 
student has been puzzled about their signi- 
feance and the tutor has been curious about 
their source. 

The concern of the student has been 
whether he will be expected by the ex- 
aminer to treat partners’ salaries always as 
appropriations out of profits, or whether 
he will marks if he charges them 
against profits. 


lose 


The tutor either has his own ideas about 
the correct practice or is guided by the 
examples in standard text-books. The ree- 
ignized text-books on accounting (both 
English and Australian) vary considerably 
in their methods of treating partners’ 
salaries. He, therefore, wondered how to 
frame his instruction to the student, until 
he read the following paragraph in an 
article entitled, ‘‘Some Aspects of Partner- 
ship» Accounting’? by Louis Goldberg in 
The Australian Accountancy Student, 
ssued by the Commerce Department of the 
Melbourne Technical College. 


A point that is often overlooked, and 
about which no little confusion exists, is 
that a partner is, in fact, entitled only 
to share in the profit made by the enter- 


prise. No matter what his withdrawals 
from a continuing partnership may be 
called—whether salary, interest, draw- 
ings or share of profit—they represent 
merely a method, agreed upon as between 
partners themselves, of assessing portion 
of his proprietary interest in the firm. 
For example, if one partner is, under 
the partnership agreement, entitled to a 
salary of £600 per annum, what this 


means in fact is that, when the profit of 

the enterprise as a commercial unit is 

determined each year, that partner has a 

prior charge upon that profit of £600— 

prior, that is, to the allocation of the 
residual profit. 

Here was an apparent solution of the 
difficulty ; and end to the tutor’s troubles. 
He could now instruct the student, with 
confidence, by quoting the above paragraph. 
The writer of the article is the author of 
several text-books recommended for study 
by the Commonwealth Institute in the 
examination syllabus, as well as being the 
writer of numerous contributions to The 
Australian Accountant. It was reasonable 
to suppose, therefore, that the examiners 
would regard this pronouncement as 
authoritative. In the absence of any official 
and specific direction by the Institute itself, 
it might also be taken as conclusive. There 
was the item plainly in the examination 
syllabus, ‘‘Partners’ salaries as appropri- 
ation of profit’’, and here was the reason 
clearly stated why partners’ salaries are 
not charged before the profit of the enter- 
prise is determined. So why worry? Better 
far to follow the line of least resistance 
and adopt the following method advocated 
in the article in question: 

It is advisable to arrange the Revenue 
Statement ... to show the result of the 
activities of the partnership entity for a 
period (net profit or net loss) before 
making any of the adjustments necessary 
on account of the rights of the partners 
between themselves; that is, such adjust- 
ments as partners’ salaries, interest on 
advances, capital or drawings; and the 
sharing of the profits should be dealt 
with in a separate section of the Revenue 
Statement, which is known as the Appro- 
priation Statement or Appropriation 
Account . This position arises from 
the legal status of partnerships ... This 
position also accords with the income tax 
treatment of income from partnerships. 
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A partnership is not taxed as a separate 
taxable entity; its income is taxed in 
the hands of the partners, and it makes 
no difference from the point of view of 
tax whether a partner’s share is called 
salary or interest or profit. 

The student, however, developed an ana- 
lytical and enquiring turn of mind and 
disturbed the complacency of the tutor with 
the following pointed queries: 


1. Legal Status of Partners. What 
authority, statutory or otherwise, makes it 
compulsory for partnership to determine 
net profit from carrying on the business 
before the partners are entitled to allocate 
to each or any one or more members of the 
firm any salary or special remuneration for 
services in connection with the business of 
the partnership? Is it not a fact that there 
is nothing in partnership law to prevent 
partners from including in the partnership 
agreement clauses whereby one partner 
receives a regular monthly salary as man- 
ager of the production department, a 
second partner is paid a commission at a 
certain rate per cent. on sales as manager 


of the sales department, while a third part- 
ner who is a dormant or sleeping partner 
and contributes most of the capital receives 
interest on capital; the three partners then 


sharing the residual profit or bearing the 
net loss (if any) equally? The answer to 
the foregoing question being in the affirm- 
ative, as the agreement on these lines would 
be unchallengable, why should it be neces- 
sary to make any sub-division in the profit 
and loss account or revenue statement? 


2. Appropriation Statement or Appro- 
priation Account. Is there any need to 
show a separate heading for any  sub- 
division of the revenue statement, or a 
separate heading for any sub-division of 
the profit and loss account in the ledger? 
Is it not a fact that many of the English 
text-books, and most of the published model 
answers to bookkeeping problems in Eng- 
land, show an arbitrary sub-division of the 
profit and loss account without heading it 
Appropriation Account? Is it not true 
that the introduction of that heading, so 
named, caused much controversy about 
what items should be or should not be in- 
cluded in the separate statement of account, 
with the result that the arbitrary nature of 
the division has been forgotten? Is not the 


The Australian Accountant 


\ 


June, 1948 


‘*Profit and Loss Appropriation Account” 
as used in Company Accounting, of a 
entirely different nature from this wrongly. 
named Appropriation Account in a part. 
nership, and with such a distinct funetion 
that the two accounts have nothing what. 
ever in common? In explanation of the 
last question, would it not be correct to say 
that whereas in company accounting there 
are definite appropriations of profits for 
particular purposes, including amounts for 
distribution as dividends, in partnership 
bookkeeping the amounts are not appropri- 
ated but merely charged or allocated ae. 
cording to prior arrangement or agreement. 
and are ineluded notwithstanding that 
there has been a loss instead of a profit! 


3. Arbitrary Division of Profit and Los 
Statement. Is it not a fact that the only 
law on the subject of charges against part- 
nership profits is that in the absence of 
agreement to the contrary profits must be 
divided equally, and that unless otherwise 
specially agreed no partner is entitled to 
interest on his capital before profits are 
divided? Because there is no rule in part- 
nership law against it, why should not 
partners agree to make an arbitrary div- 
sion in the profit and loss account for any 
purpose they may desire—among which are 
to ascertain what amount of profit is earned 
by the business, (a) before allocating and 
distributing anything to the partners by 
way of salary or interest, (b) after taking 
into account payment of certain salaries 
to one or more partners, in accordance with 
the agreement, (c) after taking into 
account such salaries, as mentioned, plus 
interest on loans from one or more patt- 
ners? Is not such arbitrary division merely 
a matter for personal deseretion and not 


) 


subject to mandatory conditions? 


t. Consideration for Income Taz. Isit 
not a fact that the Income Tax Commis 
sioner is entirely unconcerned about the 
form of the accounts or statements in the 
partnership return as long as it shows 
clearly what each partner is entitled to i 
respect of salary, interest, commission and 
residue of profit; therefore, that it wil 
make no difference whether salaries 
partners are debited against profits o 
treated as appropriations out of profits! 
Is not the Income Tax Commissioner satis 
fied if a partner includes separately in his 
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own return the two items, (a) share of net 
profit from partnership, and (b) salary 


received from partnership? If there should - 


happen to be a residual net loss, would not 
the partner be expected to put in his return 
gs income the amount of salary actually 
credited to him, and then be entitled to 
daim as a deduction from his total earn- 
ings his share of the partnership loss? 
After he had recovered from the shock of 
absorbing this sheaf of logical queries, the 
tutor turned to the student and said wisely : 
“The answers to each of your questions 
may be either yes or no, but all this argu- 
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ment won’t help you in the examinations of 
the Commonwealth Institute if the Insti- 
tute’s examiners agree that the item in the 
syllabus means that partners’ salaries are 
to be treated as appropriations of profits, 
and that the article by one of the authors 
of its recommended text-books is to be re- 
garded as an authority in support of the 
practice. I will, however, pass your ques- 
tions on to the editor of the Institute’s 
Official Journal and ask him to satisfy your 
curiosity concerning this. obvious inconsis- 
tency in accounting principles amongst the 
various Institutes,”’ 


COMMENT 


L. GOLDBERG, M. COM., 


If a tutor has a student who is really 
acute enough to raise the points which 
Mr. Adamson has mentioned in his article, 
I congratulate him, while at the same time 
sympathise with him. For such a student, 
although be may bring great joy to his 
tutor in the end, will no doubt be the 
oeeasion, in the process, of much laborious 
research work on the tutor’s part. For 
there are so many controversial matters in 
accounting. 

It seems evident that the complacency 

of the tutor postulated by Mr. Adamson 
was first disturbed (so far as the topie of 
partnership salaries is concerned) by the 
appearance in the syllabus of the item as 
quoted ; to have it further disturbed by the 
questions of an analytical and enquiring 
student such as Mr. Adamson describes 
must be most distressing indeed. 
4s Mr. Adamson mentions, the treatment 
of partners’ salaries in available text-books 
varies considerably. To take just a few 
examples : 
Carter: ‘* Advanced Accounts’’, which has 
ven widely used in Australia for many 
years, under the heading ‘‘ Partners’ 
salaries’’ states : 

Where some of the partners devote the whole of 

their time to tke business while others do not, 

it is usual to allow the former a salary before 
ascertaining the net profit. (Sixth Australasian 

Edition, pp. 321-2. Reference to the English 
edition reveals exactly the same wording). 


by 


A.I1.C.A. 


Barton: ‘‘ Australasian Advanced Account- 
ing’’ (Ninth Edition) under the same head- 
ing merely states: 


Partners are not entitled to remuneration for 
their services, and any decision that salaries 
are to be paid to the partners should be in 
cluded in the agreement (p. 54), 


but in an example a few pages further on 
shows a profit and loss account in which 
partners’ salaries are included before ‘‘net 
profit’’ is ascertained (p. 66). 

On the other hand, a more recent English 


text-book, viz., Pickles: ‘‘Accountancy”’ 


(1946) has the following: 


Partners’ Salaries. Circumstances frequently 
arise in partnership affairs necessitating the 
allowance to a partner of an éxtra share in 
the profits of the firm because of extraordinary 
circumstances, e.g., absence of another partner. 
This is often effected by giving the partner 
upon whom the additional burden has fallen a 
salary. This may be dealt with in any of the 
following ways: 

(i) If the salary is paid in cash the double 
entry is similar to that for any salary, i.e., debit 
partner’s Salary Account and credit cash, the 
balance on the former account being trans 
ferred to the Profit and Loss Appropriation 
Account at the end of the year, 


(ii) Where the partner withdraws amounts 
at irregular intervals, the total salary should be 
debited to Profit and Appropriation 
Account and credited to the partner’s Salary 
Acceunt, and on withdrawal of the whole or 
part, the partner’s Salary Account should be 
debited and cash credited (p. 620). 


Loss 
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But no doubt Mr. Adamson is fully 
aware that ‘‘recognised’’ text-books are not 
always an infallible guide to knowledge or 
best practice. Aristotle’s treatment of 
physics and astronomy, for example, was 
allowed no rival for nearly 2,000 years; 
it was reproduced in the recognised text- 
books during that period; yet Copernicus, 
Kepler, Galileo and their successors proved 
it utterly wrong. 


article to which Mr. Adamson 
refers, and from which he quotes, an 
attempt was made to apply a_ logical 
approach to the accounting treatment of 
partners’ salaries. Mr. Adamson has not 
quoted the passages in full, and it might 
be of interest to fill in one of the gaps 
which, to my mind, may supply the answer 
to some of the student’s misgivings. What 
the article says Is: 


In the 


This position arises from the legal status of 
It is consistent with the position 
individual owner could, if 
charge 
himself interest on his capital, but these would 
be recognised as, in fact, nothing but ‘‘ book- 
entry’ profit—he is really 
entitled to the profit of his undertaking, nothing 
and nothing and no matter when 
he withdraws this profit or what terms he cares 
describe it, it remains profit. The 
consideration salaries and 
interest of‘ partners: expres 
sions of profit adjustment between 


themselves. 


partie rships. 
of a sole trader: an 
regular salary or 


he wished, draw a 


expressions of net 


more less, 
to use to 
same applies to 
they are merely 
agreed on 


To deal with the specific questions raised 


by Mr. Adamson’s student, I think my 
replies would be along the following lines: 


1. Certainly there is no statutory autho- 
rity to make it compulsory for partnerships 
to determine net profit from carrying on 
the before allocating partners’ 
salaries; neither is there statutory autho- 
rity for their treatment as an operating 
charge. If there were any compulsory 
authority there would be no room for diff- 
erence in the accounting treatment of the 
item. The matter is one of presentation, 
and the treatment which should be adopted 
in any particular case is that which is most 
likely to best serve the needs of the pro- 
prietors. The fact, of dourse, is that pay- 
ment of partners’ salaries must be specifi- 
cally provided by agreement between the 
partners ; in the absence of such agreement, 
the provisions of the Partnership Act 
apply, viz. (among others) : 


business 
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All the partners are entitled to share equally 
in the capital and profits of the business ang 
must contribute equally towards the logge 
whether of capital or otherwise sustained by 
the firm. No partner shall be entitled to r 
muneration for acting in the partnership busi 
ness (sec. 28 (1) and (6 

The following passage from Lindley (who, 
I would point out to the student, is the 
‘‘recognised’’ authority on partnership 
law) amplifies the point: 


Under ordinary circumstances the contract of 
partnership excludes any implied contract for 
payment for rendered for the firm by 


members. Conseque ntly, n ab 


services 
any of its 
of an agreement to that effect 

ner cannot charge his co-partners wit m 
whether in the shape of 
otherwise, 


SeCnCt 


for compensation, 
salary, commission, or 


of his own trouble in conducting th 


on account 
partner 


managing 


and in this respect 
partner is in no different 
other partner... 
Even where the 
dered by the partners is exceeding]) 
still, if there is no agreement that tl 
shall be remunerated, no charge in 
allowed in taking the | 


In such a case a remuner 


ship business; 


posit! m from 


amount of the servic 


them can be 
accounts. 
paid to either for personal 
that contributed by the other is consid 
left to the honour of the other; and 
principle is wanting a Court of Just 
supply it. 


labour 


It seens a reasonable inference that 
whatever nomenclature and basis of allo- 
are adopted for the proprietary 
withdrawals, their nature is analogous to 
the withdrawals of a sole trader, that is, 
they represent, fundamentally, a means of 
allocating the profits made or loss incurred 
by the partnership regarded as a firm. 

2 and 3. Quite frankly, ® am not ac 
quainted with the history of the Appropri- 
ation Account and I am quite prepared to 
accept the student’s statement that its m- 
troduction caused much controversy. (It 
appears that the introduction of anything 
in accounting causes controversy.) But if 
the ‘‘division’’ was originally arbitrary, it 
is my opinion that it is a very good thing 
that ‘‘the arbitrary nature of the division 
has been forgotten’’ and that the Appro- 
priation Account (or Statement) can now 
be made to do some useful work on a logl- 
eal basis. Each one of the text-books men- 
tioned above advocates the use of an Appro- 
priation Account, and I think one would 
probably have to go to text-books published 
before World War I for a treatment of 
partnership accounts which does not l- 


eation 
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elude a reference to an Appropriation 
Aecount. But I did not intend to convey 
the impression in my article that the setting 
up of an Appropriation Account or State- 
ment is compulsory in partnership account- 
ing—*‘advisable’’ and ‘‘mandatory’’ have 
different meanings in my dictionary, and 
so have ‘‘should’’ and ‘‘must’’; but I am 
certainly of the opinion that the financial 
statement which purports to show the net 
result of a partnership for any given 
period can be made more mformative by 
distinguishing net profit from residual 
profit. For that matter there is no com- 
pulsion about separating the Trading 
Account from the Profit and Loss Account, 
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and it would not be an original contribu- 
tion to suggest the elimination of reported 
gross profit : this treatment has in fact been 
strongly advocated in U.S.A. by no less an 
authority than Professor W. A. Paton. 

4. The answers to the questions put 
under this item are affirmative, but I feel 
I would have to tell the student that | 
do not think the questions raised have any 
relevance to the point at issue. The refer- 
ence to taxation in the original article was 
made merely to emphasise that the attitude 
towards partners’ salaries there indicated 
was not a mere flight of the imagination of 
an individual; I think the rendering of the 
passage in full should make this clear. 


BALANCE SHEETS 
UNDER COMPANIES ACT 


VICTORIA 


1938 


JouHN LLoyp 


(Registrar-General’s Office ) 


Since the coming into foree of the Com- 
panies Act 1938 in May 1939, certain con- 
fusion of interpretation of the sections 
dealing with the Balance Sheets have made 
it advisable to have some clarity on the 
official view of these sections. Of course, 
it must be understood that such a view 
does not include any legal or accounting 
interpretation, but does give an idea of 
what we look for when we examine Balance 
Sheets, and what we consider is the correct 
attitude when advising people of our re- 
quirements. 

Division 7 of the Companies Act 1938, 
entitled ‘‘Aecounts and Audit’’, ineludes 
sections 122 to 134 inclusive, and it is these 
sections with which I shall deal. There is 
no need for me to itemise what the Balance 
Sheet or the Profit and Loss Account must 
contain; these details are clearly set out in 
the relevant sections and need no re-iter- 
ation, but points that have given rise to 
difficulties, and which still do so in many 
instances, need mentioning. 

Firstly, take the Directors’ Report, (sec. 
123 (5)), the need to comment ‘‘as to 
whether or not, the results of the year’s 
operations . . . have, in the opinion of the 


“e 


directors, been materially affected by items 


of an abnormal character’’. The use of the 
words ‘‘whether or not’’, in our opinion, 
makes it necessary for the Directors in their 
report to make some comment. What com- 
ment they make depends on their interpre- 
tation of ‘‘abnormal character’’. Taking 
the meaning of these words to be something 
happening during the year which is outside 
the normal activity of the Company, ie., 
defaleation by an employee or any unusual 
occurrence, it is not so easy to distinguish 
between strikes, floods, fires, wars and so. 
forth which, in certain circumstances, may 
be considered normal or abnormal. How- 
ever, it is a matter for the Directors of 
a Company to decide, the main point being 
that some comment must be made in their 
report. 

Another point that still appears difficult 
is the necessity to state in the Balance 
Sheet the ‘‘basis of the valuation of each 
class of assets’’. 

The expressions ‘‘at cost’’ or ‘‘at cost 
less depreciation’’ cover this point ade- 
quately, but sometimes other situations 
make it difficult to express this ‘‘basis of 


valuation’’. If assets have at some time in 
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the past been re-valued by the Directors audited by the Company’s Auditor, to. 

or some other competent authority, it is gether with a true copy of the Auditor’s 

sufficient to state ‘‘at valuation of .. . at report thereon, and true copies of all 

such and such a date, less depreciation’’. documents required by law to be attached 
thereto.’’ 

The Auditor’s report must bear the sig- 
nature or copy of signature of a person 
who accepts responsibility for the audit, 
Where an individual is appointed auditor 
of a Company there is no difficulty, but 
; when a ‘‘firm’’ is appointed the situation 

One other matter that needs comment 1S _— peacomes more confusing. 
the certificate of a Director, Manager, or Briefly, the position is this. The Com. 
Secretary, required by Section 110 (3) of panies’ Auditors Board licenses an individ. 
the Act. ual, not a ‘‘firm’’, and, as a ’’firm’’ has 

This certificate need be placed only on no entity in law, it is obviously wrong for 
the copy of the Balance Sheet filed with a company to appoint a ‘‘firm’’ as auditor, 
the Registrar-General, not on every copy, We appreciate the position of a ‘‘firm” 
and the wording of this certificate should that is well-known to the shareholders to 
be as follows: have done the audit for years, and suggest 

‘l hereby certify this Balance Sheet that care be taken to appoint ‘‘A.’’ of ‘‘A 
to be a true copy of the last Balance & Co.’’ or the members of the ‘‘firm”” in- 

Sheet of the Company which has been  dividually. 


On the assumption that the auditor has 
access to all these relevant matters, we 
have often agreed to accept the statement 
in the auditor’s report that he ‘‘has 
accepted the valuation of the manager’’ of 
the assets, or some similar wording. 


. 


WHAT IS COST ACCOUNTING? 


by 
Rospert M. Kay, B.COM., F.R.A.N.Z., A.C.A.I., A.C.1.S. 


(Being a Lecture delivered to the Auckland Accountancy Students’ Society 
July, 1947.) 


What do we understand by the expres- Financial Accounts, it is used for a differ- 
sion ‘‘Cost Accounting’? and in what ent purpose, because there are fundamental 
respects does the tecHnique of this form differences between the objects of the two 
of accounting differ from that of ordinary forms of accounting. 

Financial Accounting? Cost Accounting Under normal Financial Accounting pro- 
represents the application of accounting cedure. expenditure on material, labour 
methods to industry—factory, mill, mine or and factory expense is compiled by periods, 
public utility, as the case may be, and is a_ of longer or shorter duration as the case 
form of accounting designed to keep track may be. At the end of the period a Manv- 
of the costs of production; to determine facturing Account is prepared showing the 
unit costs; to permit of accurate compari- total cost of goods manufactured, or jobs 
sons of costs. Of even greater importance, completed during the period. While addi- 
it assists in controlling costs. tional information may be made available 

Cost Accounting has, then, two main’ by departmentalising the expenses—where 
functions—Cost Finding and Cost Control. such a procedure is applicable, it is not 
In order to carry out these functions, it is possible to determine the costs of individual 
necessary to keep adequate and often de- products, processes or jobs. Therefore, the 
tailed records relating to materials, labour profit on mdividual products, processes oF 
and all the various expenses of running an jobs is largely a matter of estimate. 
industrial undertaking. While the basic With Cost Accounting, the object is to 
information used in keeping the .Cost charge all factory expenditure direct to the 
Accounts is the same as that used for the job, article, process or service so as to deter- 
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mine the actual cost of each. At the same 
time, as a result of the information made 
available in achieving the above objective, 
the close control of each element of cost 
becomes possible. 


Cost FINDING AND Cost CONTROL. 


The two functions of Cost Accounting, 
Cost Finding and Cost Control, were men- 
tioned above, and these functions are well 
worth further consideration. By ‘*‘Cost 
Finding’’ is meant the ascertainment of the 
cost of producing any article, of perform- 
ing any service or of undertaking any job. 
The figures when produced must be accu- 
rate, timely, and sufficiently detailed to 
determine all items of cost making up the 
whole. 

‘*Cost Control’’ covers a very wide field. 
It includes the examination of every item 
of revenue expenditure at all stages of pro- 
duction; of every labour and machine 
operation, so as to secure the maximum 
economy of production, consistent with the 
required quality and allowing for fair 
labour standards. 

A Cost Accounting system designed 
along proper lines for a particular under- 
taking should provide management with 
the following benefits : 

l. The detection and elimination of 
avoidable * losses in the purchase, 
storage and usage of raw materials. 
Permit comparisons of labour effici- 
ency : 

a) as between individuals or groups 
engaged in the same work; 
b) asa result of employing different 
methods of remuneration ; 
as against pre-determined stan- 
dards. 
To detect the presence of unprofitable 
products or jobs and so allow concen- 
tration on those allowing the greatest 
return. 
By providing the means of comparing 
costs of alternative methods of manu- 
facture, or of alternative types of 
equipment, and so enable a manufac- 
turer to adopt those most suitable. 
Provide a satisfactory control over 
manufactured stock, as well as over 
plant and equipment. 
To obtain an analysis of all revenue 
expenditure on production and so 
permit close control of this expendi- 
ture. 
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To make a comparison of costs and 
output for the current period with 
that of earlier periods. 
To more easily delegate responsi- 
bility. 
To quote for future business with 
the assurance that if obtained the 
work will be profitable. 
Where pre-determined costing — is 
adopted, to know beforehand what 
the product should cost and to check 
the actual cost against this estimate 
at all stages of production. 

To many, ‘‘Cost Finding”’’ is the para- 
mount, and indeed in many cases, the only 
function of Cost Accounting. The fact is 
ignored that ‘‘Cost Finding’’ is but one of 
the advantages to be derived from a suit- 
able system, and often of relatively less 
importance than ‘*Cost Control’’. Once 
facilities have been created to arrive at the 
cost of production, the control of costs by 
means of the information so made available 
follows as a matter of course and will prove 
of inestimable value. 


CostTiInGc METHODs. 


Irrespective of whether a manufacturer 
makes buckles, basins or beds, a study of 
the Financial Accounts will reveal little 
variation in the methed of setting out the 
information. Such. however, is not the 
case with the Cost Accounts. The cost 
system must be designed for the particular 
business. Not only is there considerable 
variation in the methods of costing em- 
ployed in different types of undertakings, 
but even within the same industry costing 
methods may differ. The nature of the 
product, the type of organisation and the 
size of the undertaking all influence the 
choice of the Cost Accounting System. 


For purposes of discussion and illustra- 
tion, costing systems are usually classified 
into two main groups termed ‘* Retrospec- 
tive Cost Systems’’ and ’’Pre-determined 


Cost Systems’’, respectively. Both classes 
provide the necessary elements of Cost 
Finding and Cost Control, but while with 
Retrospective Cost Systems the cost of 
production is known on completion of the 
work, with Pre-determined Costing the 
final cost is dccurately estimated before the 
work starts and actual results are measured 
against the estimate as the work progresses. 
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RETROSPECTIVE Cost SYSTEMS. 

While authorities are by no means agreed 
on a Classification of Costing Systems be- 
yond that set out above, in the author’s 
opinion there are but two general methods 
of cost determination—‘‘Job-drder’’ cost- 
ing and ‘‘Process’’ costing. All other 
methods are variations or combinations of 
these two fundamental methods. 

The term ‘‘Job-order’’ is applied to that 
form of costing where the identity of each 
unit, batch or job is preserved throughout 
the period of its manufacture or construc- 
tion. All costs are dissected and as far 
as is practicable, charged to the job or 
batch. Those expenses which cannot be 
identified as having been incurred in 
respect of any particular unit of produc- 
tion, commonly referred to as ‘‘Over- 
heads’’, are allocated to the output on some 
equitable basis. Common examples are the 
manufacture of furniture and the work 
done by printing and engineering estab- 
lishments. 

With ‘‘ Process’’ costing the raw material 
passes through distinct stages of produe- 
tion or ‘‘Processes’’, and it is desirable to 
ascertain the cost per unit at each stage. 
Costs are accumulated, not per unit or 
per job, but for a distinct operation or 
process, over a period of time. Two ex- 
amples are the preparation of yarn from 
raw wool and the manufacture of standard 
metal utensils from tin-plate. 

Among other terms frequently used for 
describing costing methods, are the follow- 
ing : 

(a) Terminal Costs, sometimes called 
‘Contract Costs’’, and applied to 
large undertakings such as ship or 
bridge building. Actually, a form 
of job-costing ; 

Multiple Costs, referred to where 
dealing with a varied assortment of 
articles or batches, where the actual 
form of costing may be either job or 
process costing, or a combination of 
both ; 

Output Costs, applied to the form of 
costing used in respect of an under- 
taking producing a single product 
in standard form, such as breweries, 
mines or brick works. A form of 
process costing in which the output 
for a period is divided into the costs 
for that period to determine the unit 


cost: 
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(d) Assembly Costs, wherein the chief 

feature is that small parts are first 
manufactured and placed into stock, 
and later assembled into the finished 
product. A good example is the 
manufacture of radio sets. As with 
multiple costs the actual system 
adopted may be job costing or pro- 
cess costing or a combination of 
both ; 
Departmental Costs, usually applied 
where the costs of production are 
split into departments. It is usually 
only a sub-division of a larger sys. 
tem of job or process costing appli. 
able to the whole undertaking. For 
example, in a clothing factory manu- 
facturing both men’s and women’s 
wear and utilizing in the main a 
job-cost system, total costs might 
well be departmentalised into two 
departments, men’s wear and 
women’s wear. 


PRE-DETERMINED Cost SysTEMS 


Within this group theer are two methods, 
‘*Estimate Costing’’ and ‘‘Standard Cost- 
ing’’. With the first, a reasonably aceu- 
rate estimate of the cost of doing a job, or 
of making an article or a batch of articles, 
is first prepared from the information 
available, and the Cost Accounts reveal the 
difference between this estimate and the 
actual cost. 

‘*Standard Costing’’ carries this process 
much farther and replaces the estimates 
with scientifically determined standards for 
all elements of - Direct Material, 
Direct Labour and Factory Overhead. At 
each stage in production the variations 
from standard in respect of each element 
of cost, both as to quantity and value, are 
revealed. This enables any necessary cor- 
rective action to be taken after a minimum 
amount of loss has been incurred. 

While neither of these systems are 
applicable to all types of industry both 
have a very definite place in Costing teeh- 
nique, and Standard Costing in particular 
can be a very potent tool in the hands of 
management in that industry for which it 


is designed. 


cost - 


The foregoing methods of costing and 
their variations are dealt with at greater 
length and illustrated by examples in the 
majority of standard texts on the subject. 
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The important thing at this stage is to 
obtain an understanding of the terms as 
well as of the fundamental difference 


between ‘‘ Retrospective Costs’’ and ‘‘Pre- 


determined Costs’? and between ‘‘Job- 
order’’ Costing and ‘‘Process’’ Costing. 


(pJECTIONS TO THE INSTALLATIONS OF A 
Cost SYSTEM. 

Although Cost Accounting is of consider- 

ably later origin than Financial Account- 
ing, it has been in operation in various 
forms for at least half a century. During 
that period the benefits which accrued as 
the result of a properly installed system 
have become widely known and appreci- 
ated. Despite this, however, objections are 
still sometimes raised to the installation of 
a cost System, particularly by the pro- 
prietors of relatively small undertakings. 
- The chief mis-belief is that Cost Account- 
ing is required only in large scale indus- 
trial units. This is a complete falacy, and 
the place of Cost Accounting in — 
undertakings is well established. It is”well 
worth while, at this point, to examine some 
of the ether objections and to see if they 
have any foundation in fact. 

1. *‘Most cost systems are too inelastic 
to cope with rapidly changing methods of 
manufacture, alterations in the size of the 
plant, or variations in the style of the pro- 
duct.’ The answer is that scientific cost- 
ing principles can be applied successfully 
to any size of unit in any type of industry, 
and can be made sufficiently elastic to take 
care of any likely alterations in manufac- 
turing methods, plant, or product. 

2. ‘*The technical details of the industry 
in question are too intricate to permit of 
the successful operation of a cost system.”’ 
The answer to the previous objection also 
covers this one. Experience has shown that 
there is no industry, simple or involved, 
which cannot employ with profit a system 
of Cost Accounts designed for the partic- 
ilar industry. 

3. ‘‘Very often the cost information 
when obtained is ‘history’ and is, therefore, 
too late to be of any practical value.’”’ A 
case such as this calls for the installation 
of a system of ‘Standard Costs’, either in 
whole or in part, so that actual costs will 
be known progressively throughout the 
course of manufacture. Where Standard 
Vosts are inapplicable, the Cost System 
must be designed to present a progressive 
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total of costs, and the final cost with a mini- 
mum delay after completion of the work. 


4. ‘‘The industry in question is a mono- 
poly, and the absence of competition per- 
mits the fixing of a selling price which 
covers reasonable production. ”’ 
There are a number of sound reasons why 
just such an industry requires a 
system: 


losses in 
cost 


(a) a lower selling price might consider- 
ably increase sales, so resulting in a 
larger overall net profit. A suitable 
cost system would reveal to what 
extent prices may be reduced while 
still retaining a reasonable margin 
of profit ; 

a monopoly is seldom permanent, 
and the unexpected advent of com- 
petition might seriously jeopardise 
the undertaking ; 

even with a monopoly the selling 
price should bear a reasonable rela- 
tionship to the cost, and accurate 
determination of cost can be achieved 
only by means of a cost system; 

if, despite the monopoly, market 
conditions result in a relatively low 
margin of profit at present costs, the 
elimination of avoidable losses which 
would follow as a result of the in- 
stallation of a system would 
improve the situation. 


cost 


d. “*The Tax Department takes 11s. 6d. 
in every pound we earn, so why worry 
about costs?’’ Apart from the anti-social 
aspect of this attitude, competitors in a 
small way of business who are outside the 
high-taxation class, and who may be ‘‘cést- 
conscious’’, will soon make their presence 
felt, with the result that the firm in ques- 
tion may soon cease to pay Income Tax at 
all. 

6. ‘‘We know our 
‘padded’ to allow a wide margin of error, 
but it is ‘safer’ that way’’. This ostrich- 
like attitude in just shutting one’s eyes to 
realities. When trade is and the 
market capable of absorbing all that can 
be produced, the final accounts present a 
very satisfactory picture. However, con- 
ditions have an unfortunate habit of chang- 
ing without warning, and to attempt to 
produce accurate costs in a hurry, with the 
cost data of years deliberately falsified, 
is to attempt the impossible. 


cost-sheets are 


good 
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7. ‘‘Why should we worry about con- 
trolling costs? We are allowed 10% mark- 
up on cost, and the more our product 
costs, the higher our profits’’. This argu- 
ment resembles both the previous ones; it 
is anti-social and overlooks the fact that 
the present abnormal conditions are likely 
to be of short duration. 

8. ‘*The installation and operation of a 
cost system is too costly, and the benefits 
likely to be forthcoming will be more than 
off-set by the increase in overhead.’’ This 
state of affairs can arise should the cost 
system be top-heavy. The ‘‘cost of costing’”’ 
must always be borne in mind. Cost 
Accounting is not an end in itself, but a 
means to an end, that end being lower costs. 

9. **The employees would be upset by 
the introduction of a cost system with all 
its attendant checking and examining, and 
by the extra ‘paper-work’ they would be 
called upon to perform.’’ Experience 
proves that the workers will co-operate 
towards the successful operation of a cost 
system, provided they are taken into the 
confidence of the management and _ the 
objects made quite clear. Piece-work rates, 
where used, must be determined only after 
exhaustive checks, must be fair to both 
parties, and be changed only when abso- 
lutely necessary. Paper-work by employees 
engaged directly on production must be 
kept to an irreduceable minimum. 


REASONS FOR FAILURE OF Cost SYSTEMS. 


Cost Systems have failed in the past and 


will fail in the future, but the number 
of failures will be reduced if the reasons 
for their occurrence be carefully examined. 
Most failures result from one or more of 
the following causes, all of which may be 
avoided by careful planning before the 
installation is started; the introduction of 
changes gradually; and a close follow-up 
during the early months of the operation 
of the system : 

1. The unsuitability of the cost system 
for the particular industry; 7.e., an 
attempt to apply Standard Costs to a 
firm of jobbing engineers. 

The installation of an over-elaborate 
system into a small undertaking. 
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The system, while suitable for the 
original business, has not been able to 
cope with changed circumstanees, 
A lack of co-operation between the 
costing staff and the production 
people. 

The installation of an incomplete 
system, one designed to give a mini. 
mum of information. The result has 
been that figures submitted to map. 
agement have been inaccurate, lacking 
in detail or unduly delayed. 


An over-insistence on ** paper-work” 
from the production people, resulting 
in their losing sympathy with the 
whole idea. 
Discontent among the workers due to 
the fixing of inequitable rates or out 
put standards as a result of insuffici- 
ent consideration prior to the instal. 
lation of the system. 
A failure on the part of those respon. 
sible for the installation to follow-up 
with regular checks to ensure its con- 
tinued operation along the lines in- 
tended. 
ACCURATE CosTING A Post-WAR NECESSIT! 
It devolves upon members of our pro- 
fession to acquaint manufacturers with 
the many advantages of Cost Accounting 
and with the fact that these advantages 
cannot be secured at short notice, without 
some re-organisation, and most likely onl 
at the cost of some addition to the existing 
clerical staff. If manufacturers can there- 
by be persuaded to adopt Cost Accounting 
more extensively then certain of the prob- 
lems associated with post-war manufactur: 
ing will be solved that much more readily 
During the past few years the cost of what 
goods have been available was often a rela- 
tively unimportant matter. To-day there 
is evidence of a change, and the return to 
normal trading will be a testing time for 
many manufacturers who have been carried 
gong on a wave of artificial prosperity. 
Once more ‘‘Cost Finding’’ and ‘‘Cost 
Control’’ will resume their rightful place 
in industrial management. 
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Special Awards and Prizes 
won by H.B.I. Students at 
the 1947 Accountancy Exams 


These special awards and prizes were won in 

addition to Australasian and State Honours 

granted—further demonstrating the thoroughness 
of H.R.I. training. 





COMMONWEALTH INSTITUTE OF ACCOUNTANTS. 

April, 1947—-Intermediate Scholarship J. A. BRUCE 
Awarded by Students’ Society (Vic. Div fo rhest Intermediate 
Accountancy pass in Victoria 
Final Speciai Prize A. RB. DUELL 
Awarded by Students’ Society (Vic i o highest Final 
Accountancy pass in Victoria 

Oct., 1947—Intermediate Special Prize G. T. GOLDEN 
Awarded by Students’ Society (Vic. Div.) for est Intermediate 
Accounting pass in Victoria 

—Final Special Prize MISS F. DOWNEY 

Awarded by Students’ Society Vic r 1ighest Final 
Accounting pass in Victoria 





INSTITUTE OF CHARTERED ACCOUNTANTS. 
April, 1947—-Yarwood Prize : G. E. 0. THOMPSON 
For highest pass in Preliminary Examinatio 
Oct., 1947—F. G. Wilson Prize, Intermediate .. G. E. 0. THOMPSON 
For highest pass in full Accounting Sectior 
—F. G. Wilson Prize, Final , G. W. BEOWN 
For highest pass in full Accounting Section 
G. S. Murphy Memorial Prize, Intermediate J. H. HAWLEY 
For highest Queensland pass in full Accounting Sectior 
G. S. Murphy Memorial Prize, Final G. W. BROWN 
For highest Queensland pass in full Accounting Secti 
—Victorian State Council Prize, Intermediate D. C. NUTTING 
For highest Victorian pass in full Accounting tion 
AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS. 
Mar., 1947——Special Award for ist place in A/asia W. L. DIX 
Sept., 1947—-Special Award for 1st place in A/asia 2. H. W. JENKINS 


FEDERAL INSTITUTE OF ACCOUNTANTS. 


H.R.I. Students on 28 special prizes and awards 
examinations—space does not permit the listing of tl 


*% In all the history of tutoring for Accountancy, Secretarial 
and Cost Accountancy examinations, no tutor other than 
Hemingway Robertson Institute has ever in one year won 


such an array of Special Prizes. 


Under H.R.I. You Make No Experiment 


lElemingway obertson Institute 


(Founded and Owned by Hemingway & Robertson Pty. Ltd.) 
Consulting Accountants . . . Professional Tutors 


8R BANK HOUSE - - - - + BANKPLACE - .- - . «a MELBOURNE 
8R BARRACK HOUSE - +, + 16 BARRACK STREET - - - - - SYDNEY 


Offices all Capital Cities, Newcastle and Launceston. 
8 S82A 
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The Australasian Institute of Cost Accountants 


MEETING OF GENERAL COUNCIL. 


The General Council of the Institute met in Sydney on the 3rd and 4th May. 

Those who attended were as follows: 

State 

NEW SOUTH WALES Messrs. W. D. Scott and K. J. Bennetts. 

VICTORIA Messrs. M. V. Anderson, A. J. Gairns, J. E. Morten, 
J. R. MeKenzie, A. D. Richmond, and A. O. 
Sorenson, 

QUEENSLAND Mr. C. Viertel. 

WESTERN AUSTRALIA Mr. R. B. Olney. 

SOUTH AUSTRALIA Messrs. E. C. Poole and J. A. Keenan. 

Mr. M. G. Roberts, Australasian Registrar, was also in attendance. 

At the conclusion of the meeting the following office-bearers were elected: 
President Mr. W. D. Scott New South Wales 
Vice-President Mr. A. O. Sorenson Victoria 
Treasurer Mr. A. D. Richmond Victoria 
Registrar Mr. M. G. Roberts 

The President, Mr. Scott, expressed on behalf of all members of the Couneil 
appreciation of the excellent work carried out during the previous two years by the 
retiring President, Mr. E. C. Poole of South Australia, who had held office during 
those difficult years following the conclusion of the war. 

The Council enjoyed the hospitality of the New South Wales Division who enter 
tained them at a Smoke Night at the Carlton Hotel on Monday, 3rd May. Facilities 
were made available by Mr. A. G. L. Harris, the New South Wales Registrar, for 
the holding of the meeting and the thanks of the Council are due to Mr. Harris for 
his courtesy and attention. 

An ambitious programme of activities was discussed by Council and plans were 
evolved for the further expansion of the Institute. 


VICTORIAN DIVISON. 


Special Feature. 


The Divisional Council is pleased to announce completion of plans for a Standard 
Cost Post-Graduate Course. A most attraetive programme of six lessons is planned. 
Each will be given on separate nights by skilled and widely known practising Cost 
Accountants. The emphasis will be placed upon the practical rather than the 
theoretical side of Standard Cost Accounting. Case studies will be presented by each 
lecturer so that in discussion with the Members present practical solutions will be 
offered. The lecturers have been chosen from a very wide field of industry to 
enable as many actual factory situations as possible to be presented. An invitation 
is to be extended shortly to every member of the Victorian Division to undertake 
gratis this Post-Graduate Course. It is intended to have a session of the Course 
every week until the series is concluded. Further details of dates, subjects, lecturers 
and arrangements regarding roneod notes will be announced in the next issue of 
Institute News and Notes. 
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Activities Planned. 

The Divisional Activities Committee announces the following programme for the 
remainder of the year: 
7th June—Factory Visit to Olmypie Tyre & Rubber Co. Ltd., West Footseray. 
8th June—Factory Visit to Sutex Ltd., Richmond. 
9th June—Factory Visit to Australian Glass Manufacturers Co. Pty. Ltd., Spotswood. 
6th July—Problem Panel Public Session. 
9th Aug.—Film Night. 
6th Sept.—Debate. 
4th Oct. —Lecture. 

Ist Nov. —Problem Panel Publie Session. 
7th Dee. —Christmas Dinner. 
Research Group Action. 

Useful action is at present taking place in the undermentioned Research Groups. 
Budgetary Control: 

This Group has completed its research and is now engaged in collating the valuable 
data into a form suitable for publication. Any member wishing to assist in this 
vital work, which is principally an individual contribution, may do so by notifying 
Mr. B. W. Ruffels (MU 6669 
Organisation: 

As the result of several interesting and thought provoking sessions, the Organi- 
sation Group is now engaged in a detailed study of managerial problems affecting 
the Cost Accountant. 

Mr. H. Fox (MU 6611) is in charge of the Group and new members will still 
be aecepted. 

Library Research: 

A most enthusiastic Group is tackling the task of remodelling the library. This 
Group appeals to members who cannot spare time to attend monthly meetings. 
Most of the werk is done privately and is progressing quite well. The tremendous 
amount of cost accounting literature yet to be explored and classified provides a full 


programme. Those wishing to help can eall Mr. J. Carroll (C2984). 


Spe cial N igh ts. 
The Controlling Committee of Research Groups is arranging a special series of 
activities as under: 
3lst May—Talk by Mr. C. F. Owen, recently returned from a trip through England, 
Belgium, France, Germany, Canada and America. 
21st June—Budgeting for a large retail store. Arrangements are being completed 
for a well-known executive to address members on this important 
phase of Budgeting. This date is tentative only. 
19th July—Debate. A sub-Committee is arranging the details of subject, teams, 
conditions and extent of subject. Details will be announced later. 


Commonwealth Accountants Students’ Society 
VICTORIAN DIVISION. 


On Monday, 19th April, Mr. H. F. Downes, Dip. Com., A.I.C.A., lectured to members 
on ‘‘ Financial and Operating Statements as an Aid to Management’’. Mr. W. A. 
Coghlan, Vice-President, occupied the Chair in the absence from the State of the 
President, Mr. A. H. Blamey. 

Mr. Downes dealt with the preparation of the accounts of business concerns and 
other organizations in such a manner as best to reflect the operations and permit 
of ready comparison with those of earlier periods, thus bringing to prominence 
changes and trends, as well as to facilitate budgetary control of future activities. 
The matter of reports to management was well considered, together with the types 
of statements and schedules which could accompany such reports. There was a good 
discussion, and the meeting closed with a vote of thanks to Mr. Downes moved by 
Mr. O. R. MacDonald and seconded by Mr. R. W. Robertson. 


Members are reminded that the lecture by Mr. L. T. Mullett, A.L.C.A., on 
‘¢Formation and Registration of Companies’’ has been published in handy pamphlet 
form. It gives concisely but adequately the requirements of the Companies Act 
as to companies operating in Victoria. Price to members is sixpence a copy; 
to non-members one shilling a copy. 
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Professional Classified Advertisements 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 2/6 per line (Minimum, 7/6). Address 
advertisements to the Australian Accountant, c/o Box 1510, G.P.O., Sydney. 


ADVERTISER wishes to secure a position with a Public Accountant with a view to 
purchasing partnership. No experience of Public Accountant’s work, but extensive 
experience of commercial work as accountant and factory manager. Reasonable 
capital. Prefer Queensland. Hard worker and able to control staff and interview 
clients. Bachelor of Commerce and A.I.C.A. Married man. Reply to K. Cameron, 
30 Fernberg Road, Milton, Brisbane. 


QUALIFIED ACCOUNTANT (31 years), capable and experienced, requires 
part-time position with Publie Accountant or Business-man for three days each week. 
Melbourne. Reply to ‘‘Aecountant’’, Box 23A, G.P.O., Melbourne, C.1. 


ENGLISHMAN. EX-SERVICE. CHARTERED SECRETARY, Certified and 
Cost Accountant, wishing to emigrate with family to Australia seeks appointment. 
Extensive Commercial and University experience. Enterprising and a _ worker. 


June, 


19 


C. Hinehliffe, 28 Brentwood Road, Sheffield, England. 


WANTED to sell series ‘‘ Economie Record’’, 
Numbers 11 and 


three supplements. 
Melbourne. 


13 missing. <£3/10 


* 


numbers 1 (1925) to 29 (1939) with 


Connell, Box 1066 J, 











J. E. MARTIN & Co. 


Member Stock Exchange of Melbourne 


STOCK 
AND 


SHARE BROKER 


A.P.A. Building 


379 Collins Street, C.1 
(First Floor) 


‘Phones: MU 6165 and 6166 








CHANGES OF ADDRESS 


Members of the— 
= 


Commonwealth Institute 
of Accountants, 


Australasian Institute of 
Cost Accountants, 


New Zealand Institute of 
Cost Accountants, 


should immediately notify in writing 
any change of address to the 

STATE REGISTRAR 
of the Division of their Institutes 


to ensure the regular supply of 


THE AUSTRALIAN ACCOUNTANT. 


Non-members only should notify any 

change of address to the Publishersy 

BUTTERWORTH & CO. (Aust.) LTD.>* 
6-8 O’Connell Street, Sydney. 














